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United Europe 


THE FOURTH PILLAR OF WORLD GOVERNMENT 
By WINSTON CHURCHILL, Former Prime Minister of Great Britain 
Delivered at United Europe Meeting, London, England, May 14, 1947 


LL the greatest things are simple, and many can be 
expressed in a single word. Freedom; justice; honor; 
duty; mercy; hope. We who have come together 

here today, representing almost all the political parties of 
our British national life and nearly all the creeds and 
churches of the western world—this large audience filling a 
famous hall—we also can express our purpose in a single 
word: Europe. 

At school, we learned, from the maps hung on the walls, 
that there is a continent called Europe. I remember quite 
well being taught this as a child, and, after living a long time, 
I still believe it is true. However, professional geographers 
now tell us that the continent of Europe is really only on the 
peninsula of the Asiatic land mass. I must tell you that 1 
feel that this would be an arid and uninspiring conclusion 
and for myself, I distinctly prefer what I was taught when 
I was a boy. 

It has been finely said by a young English writer, Mr. 
Sewell, that the real demarcation between Europe and Asia 
is no chain of mountains, no natural frontier, but a system 
of beliefs and ideas which we call western civilization. 

In the rich pattern of this culture, says Mr. Sewell, there 
are many strands: the Hebrew belief in God; the Christian 
message of passion and redemption; the Greek love of truth, 
beauty and goodness; the Roman genius for law. Europe is 
a spiritual conception. But, if men cease to hold that con- 
ception in their minds, cease to feel its worth in their hearts, 
it will die. 

These are not my words, but they are my faith; and we 
are here to proclaim our resolve that the spiritual conception 
of Europe shall not die. We declare, on the contrary, that 
it shall live and shine, and cast its redeeming illumination 
upon a world of confusion and woe. 

That is what has brought us all together here this eve- 
ning, and that is what is going to keep us all together— 


however sharply or even deeply we may be divided on many 
other matters—until our goal is reached and our hopes are 
realized. 

In our task of reviving the glories and happiness of Europe, 
her culture and her prosperity, it can certainly be said that 
we start at the bottom of her fortunes. 


Wor.p CoNTRIBUTIONS 


There is the fairest, most temperate, most fertile area 
of the globe. The influence and the power of Europe and 
of Christendom have for centuries shaped and dominated 
the course of history. The sons and daughters of Europe 
have gone forth and carried their message to every part of 
the world. Religion, law, learning, art, science, industry 
throughout the world all bear in so many lands, under every 
sky and in every clime, the stamp of European origin and 
traces of European influence. 

But what is Europe now? It is a rubble-heap, a charnel- 
house, a breeding ground of pestilence and hate. Ancient 
nationalistic feuds and modern ideological factions distract 
and infuriate the unhappy, hungry populations. 

Evil teachers urge the paying off of old scores with mathe- 
matical precision, and false guides point to unsparing retribu- 
tion as the path to prosperity. 

Is there then to be no respite? Has Europe’s mission come 
to an end? Has she nothing to give to the world but the 
contagion of black death? Are her peoples to go on harrying 
and tormenting one another by war and vengeance until all 
that invests human life with dignity and comfort has been 
obliterated ? 

Are the states of Europe to continue forever to squander 
the first fruits of their toil upon the erection of new barriers, 
military fortifications and tariff-walls and passport networks 
against one another? 

Are we Europeans to become incapable, with all our tropi- 
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cal and colonial dependencies, with all our long created 
trading connections, with all that modern production and 
transportation can do, of even averting famine from the mass 
of our peoples? Are we all, through our poverty and our 
quarrels, forever to be a burden and a danger to the rest 
of the world? Do we imagine that we can be carried for- 
ward indefinitely upon the shoulders—broad though they be 
—of the United States? 

The time has come when these questions must be answered. 
This is the hour of choice, and surely the choice is plain. 
If the peoples of Europe resolve to come together and work 
together for mutual advantage, to exchange blessings instead 
of curses, they still have it in their power to sweep away the 
horrors and miseries which surround them and to allow the 
streams of freedom, happiness and abundance to begin again 
their healing flow. 

This is the supreme opportunity, and, if it be cast away, 
no one can predict that it will ever return or what the result- 
ing catastrophe will be. 

In my experience of large enterprises, it is often a mistake 
to try to settle everything at once. Far off, on the skyline, 
we can see the peaks of the delectable mountains. But we 
cannot tell what lies between us and them. 


Persuasion, Nor Orpers 


We know where we want to go, but we cannot foresee 
all the stages of the journey or plan our marches as in a 
military operation. We are not acting in the field of forces, 
but in the domain of opinion. We cannot give orders. We 
can only persuade. 

We must go forward step by step. 

I will therefore explain in general terms where we are 
and what are the first things we have to do. We have now 
at once to set on foot an organization in Great Britain to 
promote the cause of United Europe and to give this idea 
the prominence and vitality necessary for it to lay hold of 
the minds of our fellow-countrymen to such an extent that 
it will affect their actions and influence the course of national 
policy. 

We accept, without question, the world supremacy of the 
United Nations’ organization. In the constitution agreed 
at San Francisco, direct provision is made for regional 
organizations to be formed. United Europe will form one 
major regional entity. 

There is the United States, with all its dependencies; 
there is the Soviet Union; there is the British Empire and 
Commonwealth; and there is Europe, with which Great 
Britain is profoundly blended. Here are the four main pil- 
lars of the world temple of peace. Let us make sure that 
they will all bear the weight which will be reposed upon 
them. 

It is not for us at this stage to attempt to define or pre- 
scribe the structure of constitutions. We ourselves are con- 
tent to present the idea of United Europe, in which our 
country will play a decisive part, as a moral, cultural and 
spiritual conception, to which all can rally without diver- 
gence about structure. 

It is for the responsible statesmen who have the conduct 
of affairs in their hands and the power of executive action 
to shape and fashion the structure. It is for us to lay the 
foundation, to create the atmosphere and to give the driving 
impulsion. 

First I turn to France. For forty years I have marched 
with France. I have shared her joys and sufferings. I rejoice 
in her reviving national strength. Certainly I will not aban- 
don this long comradeship now. 

But we have a proposal to make to France which will give 


all Frenchmen a cause for serious thought and valiant deci- 
sion. If European unity is to be made an effective reality 
before it is too late, the wholehearted efforts, both of France 
and Britain, will be needed from the outset. They must go 
forward hand in hand. They must in fact be founder-part- 
ners in this movement. 


GERMANY CENTRAL PROBLEM 


The central and almost the most serious problem which 
glares upon the Europe of today is the future of Germany. 
Without a solution of this problem, there can be no United 
Europe. Except within the framework and against the back- 
ground of a United Europe, this problem is incapable of 
solution. 

In a continent of divided national states, Germany and 
her hard-working people will not find means or scope to 
employ their energies. Economic suffocation will inevitably 
turn their thoughts to revolt and revenge. Germany will 
once again become a menace to her neighbors and to the 
whole world; and the fruits of victory and liberation will be 
cast away. 

But, on the wider stage of a United Europe, German 
industry and German genius would be able to find construc- 
tive and peaceful outlets. Instead of being a center of 
poverty and a source of danger, the German people would 
be enabled to bring back prosperity in no small measure, not 
only to themselves but to the whole continent. 

Germany today lies prostrate, famishing among ruins. 
Obviously no initiative can be expected from her. It is for 
France and Britain to take the lead. Together they must, 
in a friendly manner, bring the German race back into the 
European circle. 

No one can say, and we need not attempt to forecast, 
what will be the future constitution of Germany. Various 
individual German states are at present being recreated. 
There are the old states and principalities of the Germany 
of former days to which the culture of the world owes so 
much. 

END OF RETALIATION 


Without prejudice to any future question of German 
federation, these individual states might well be invited to 
take their place in the council of Europe. Thus, in looking 
back to happier days, we should hope to mark the end of 
that long trail of hatred and retaliation which has already 
led us all, victors and vanquished alike, into the pit of 
squalor, slaughter and ruin. 

The prime duty and opportunity of bringing about this 
essential reunion belongs to us and to our French friends 
across the Channel. Strong bonds of affection, mutual con- 
fidence, common interest and similar outlook link France and 
Britain together. 

The treaty of alliance that has lately been signed merely 
gives formal expression to the community of sentiment that 
already exists as an indisputable and indestructible fact. 

It is true that this task of reconciliation requires on the 
part of France, who has suffered so cruelly, an act of faith, 
sublime in character; but it is by this act of faith and by this 
act of faith alone that France will regain her historic posi- 
tion in the leadership of Europe. 


Roe or ITALy 


There is also another leading member of our ancient 
family of nations to be held in mind. There is Italy. Every- 
thing that I have said about the imperative need of reaching 
a reconciliation with the German race and the ending of the 
fearful quarrels that have ruined them, and almost ruined 
us, applies in a less difficult degree to the Italian people, 
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who wish to dwell happily and industriously within their 
beautiful country and who were hurled by a dictator into 
the hideous struggles of the north. 

[ am told that this idea of a united Europe makes an 
intense appeal to Italians who look back across the cen- 
turies of confusion and disorder to the glories of the classic 
ave, when a dozen legions were sufficient to preserve peace 
and law through vast territories and when free men could 
travel freely under the sanction of a common citizenship. 

We hope to reach again a Europe purged of the slavery 
of the ancient times in which men will be as proud to say: 
“I am a European” as once they were to say: “Civis 
Romanus sum.’’ We hope to see a Europe where men of 
every country will think so much of being a European as 
of belonging to their native land, and wherever they go in 
this wide domain will truly feel: “Here I am at home.” 
How simple it would all be, and how crowned with glory, 
if that were to arrive. 

It will next of course be asked: ““What are the political 
and physical boundaries of the United Europe you are try- 
ing to create? Which countries will be in and which out?” 

It is not our task or wish to draw frontier lines, but 
rather to smooth them away. Our aim is to bring about 
the unity of all nations of all Europe. 

We seek to exclude no state whose territory lies in Europe 
and which assures to its people those fundamental human 
and personal rights and liberties on which our democratic 
civilization has been created. 

Some countries will feel able to come into our circle 
sooner, and others later, according to the circumstances in 
which they are placed. They can all be sure that, whenever 
they are to join, a place and a welcome will be waiting for 
them at the European council table. 

When I first began writing about the United States of 
Europe some fifteen years ago, I wondered whether the 
United States of America would regard such a development 
as antagonistic to their interest, or even contrary to their 
safety. 

But all that has passed away. The whole movement of 
American opinion is favorable to the revival and recreation 
of Europe. This is surely not unnatural when we remem- 
ber how the manhood of the United States has twice in a 
lifetime been forced to recross the Atlantic Ocean and pour 
out their treasure as the result of wars originating from 
ancient European feuds. 


AMERICAN BLESSING 


One cannot be surprised that they would like to see a 
peaceful and united Europe taking its place in the founda- 
tions of the world organization to which they are devoted. 
! have no doubt that, far from encountering any opposition 
or prejudice from the great republic of the New World, 
our movement will have their blessing and their aid. 

We here in Great Britain have our own self-governing 
dominions—Canada, Australia, New Zealand, South Africa. 
We are joined together by ties of free-will which have stood 
unyielding against all the ups and downs of fortune. 

We are the center and summit of a world-wide common- 
wealth of nations. It is necessary that any policy this island 
may adopt towards Europe should enjoy the full sympathy 
and approval of the peoples of the Dominions. Why should 
we suppose that they will not be with us in this cause? They 
feel with us that Britain is geographically and historically 
a part of Europe and that they also have their inheritance 
in Europe. 

If Europe united is to be a living force, Britain will have 
to play her full part as a member of the European family. 


The Dominions also know that their youth, like that of 
the United States, have twice in living memory traversed 
the immense ocean spaces to fight and die in wars brought 
about by European discord in the prevention of which they 
have been powerless. 

We may be sure that the cause of United Europe, in which 
the mother-country must be a prime mover, will in no way 
be contrary to the sentiments which join us all together 
with our Dominions in the circle of the British crown. 

It is, of course, alleged that all advocacy of the ideal of 
United Europe is nothing but a maneuver in the game of 
power politics, and that it is a sinister plot against Soviet 
Russia. There is no truth in this. 


PREVENT AGGRESSION 


The whole purpose of a united democratic Europe is to 
give decisive guarantees against aggression. Looking out 
from the ruins of some of their most famous cities and from 
amid the cruel devastation of their fairest lands, the Russian 
people should surely realize how much they stand to gain 
by the elimination of the causes of war and the fear of war 
on the European continent. 

The creation of a healthy and contented Europe is the 
first and truest interest of the Soviet Union. We had there- 
fore hoped that all sincere efforts to promote European agree- 
ment and stability would receive, as they deserve, the 
sympathy and support of Russia. Instead, all this beneficent 
design has been denounced and viewed with suspicion by 
the Soviet press and radio. We have made no retort, and I 
do not propose to do so tonight. 

But neither could we accept the claim that the veto of a 
single power, however respected, should bar and prevent a 
movement necessary to the peace, amity and well-being of 
so many hundreds of millions of toiling and striving men 
and women. 

We see before our eyes hundreds of millions of humble 
homes in Europe and islands outside which would be affected 
by war. Are they never to have a chance to thrive and 
flourish? Is the honest, faithful bread-winner never to be 
able to reap the fruits of his labor? Can he never bring up 
his children in health and joy and with the hopes of better 
days? 

Perits ELIMINATED 


Can he never be free from the fear of foreign invasion, 
the crash of the bomb or the shell, the tramp of the hostile 
patrol or, what is even worse, the knock upon his door of 
the secret political police to take away the loved one far 
from the protection of law and justice; when, all the time, 
by one spontaneous effort of his will, he could wake from 
all these nightmare horrors and stand forth in his manhood, 
free in the broad light of day? 

The conception of European unity already commands 
strong sympathy among the leading statesmen in almost 
all countries. Europe must federate or perish, said the pres- 
ent Prime Minister, Mr. Attlee, before the late terrible war; 
and I have no reason to suppose that he will abandon that 
prescient declaration at a time when the vindication of his 
words is at hand. 

Of course, we understand that, until public opinion 
expresses itself more definitely, Governments hesitate to take 
positive action. It is for us to provide the proof of solid 
popular support, both here and abroad, which will give to 
the Governments of Europe a confidence to go forward and 
give practical effect to their beliefs. 


BROADER VIEWPOINT 
We cannot say how long it will be before this stage is 
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reached. We ask, however, that in the meantime His 
Majesty’s Government, together with other Governments, 
should approach the various pressing continental problems 
from a European rather than from a restricted national 
angle. 

In the discussions on the German and Austrian peace set- 
tlements, and indeed throughout the whole diplomatic field, 
the ultimate ideal should be held in view. Every new 
arrangement that is made should be designed in such a 
manner as to be capable of later being fitted into the pattern 
of a United Europe. 

I must end where I began: namely, by placing this 
immense design of Europe within and subordinate to the 
United Nations organization. Unless some effective world 
super-government, for the purposes of preventing war, can 
be set up and begin its reign, the prospects for peace and 
human progress are dark and doubtful. 

But let there be no mistake upon one point. Without a 
United Europe there is no prospect of world government. 
It is the urgent and indispensable step toward the realization 
of that ideal. 

After the first great war the League of Nations tried 
to build, without the aid of the United States, an inter- 
national order upon a weak, divided Europe. Its failure cost 
us dear. 


Today, after the second World War, Europe is far weaker 
and still more distracted. One of the four main pillars of 
the temple of peace lies before us in shattered fragments. 
It must be assembled and reconstructed before there can be 
any real progress in building a spacious superstructure of our 
desires. 

If, during the next five years, it is found possible to build 
a world organization of irresistible force and inviolable 
authority for the purpose of securing peace, there are no 
limits to the blessings which all men may enjoy and share. 
Nothing will help forward the building of that world organ- 
ization so much as unity and stability in a Europe that is 
conscious of her collective personality and resolved to assume 
her rightful part in guiding the unfolding destinies of man. 

In the ordinary day-to-day affairs of life, men and women 
expect rewards for successful exertion, and this is often right 
and reasonable. But those who serve causes as majestic and 
high as ours need no reward; nor are our aims limited by 
the span of human life. 

If success comes to us soon, we shall be happy. If our 
purpose is delayed, if we are confronted by obstacles and 
inertia, we may still be of good cheer, because in a cause, the 
righteousness of which will be proclaimed by the march of 
future events and the judgment of happier ages, we shall 
have done our duty and done our best. 


The Conduct of Foreign Relations 


REQUIREMENTS OF RECONSTRUCTION 
By DEAN ACHESON, United States Under Secretary of State, Washington, D. C. 
Delivered before the Delta Council, Cleveland, Mississippi, May 8, 1947 


whose daily lives are concerned with the growth and 
marketing of cotton and corn and other agricultural 
products, must derive a certain satisfaction from the fact that 
the greatest affairs of state never get very far from the soil. 

When Secretary of State Marshall returned from the 
recent meeting of the Council of Foreign Ministers in 
Moscow he did not talk to us about ideologies or armies. He 
talked about food and fuel and their relation to industrial 
production, and the relation of industrial production to the 
organization of Europe, and the relation of the organization 
of Europe to the peace of the world. 

The devastation of war has brought us back to elementals, 
to the point where we see clearly how short is the distance 
from food and fuel either to peace or to anarchy. 

Here are some of the basic facts of life with which we 
are primarily concerned today in the conduct of foreign rela- 
tions: 

The first is that most of the countries of Europe and Asia 
are today in a state of physical destruction or economic dis- 
location, or both. Planned, scientific destruction of the 
enemy’s resources carried out by both sides during the war 
has left factories destroyed, fields impoverished and without 
fertilizer or machinery to get them back in shape, transporta- 
tion systems wrecked, populations scattered and on the 
border-line of starvation, and long-established business and 
trading connections disrupted. 

Another grim fact of international life is that two of the 
greatest workshops of Europe and Asia—Germany and Japan 
—upon whose production Europe and Asia were to an 
important degree dependent before the war, have hardly been 
able even to begin the process of reconstruction because of 


: OU who live and work in this rich agricultural region, 


the lack of a peace settlement. As we have seen, recent 
efforts at Moscow to make progress towards a settlement 
for Germany and Austria have ended with little accomplish- 
ment. Meanwhile, political instability in some degree retards 
revival in nearly every country of Europe and Asia. 

A third factor is that unforeseen disasters—what the law- 
yers call “acts of God’—have occurred to the crops of 
Europe. For two successive years unusually severe droughts 
have cut down food production. And during the past winter 
storms and floods and excessive cold unprecedented in recent 
years have swept northern Europe and England with enor- 
mous damage to agricultural and fuel production. These 
disasters have slowed down the already slow pace of recon- 
struction, have impeded recovery of exports, and have obliged 
many countries to draw down irreplaceable reserves of gold 
and foreign exchange, which had been earmarked for the 
importation of reconstruction materials, for the purchase of 
food and fuel for subsistence. 

The accumulation of these grim developments has pro- 
duced a disparity between production in the United States 
and production in the rest of the world that is staggering in 
its proportions. The United States has been spared physical 
destruction during the war. Moreover, we have been favored 
with unusually bountiful agricultural crops in recent years. 
Production in this country is today running at the annual 
rate of $210 billions. 

Responding to this highly abnormal relationship between 
production in the United States and production in the rest 
of the world, the United States Government has already 
authorized and is carrying out and extensive program of 
relief and reconstruction. We have contributed nearly $3 
billions to foreign relief. We have taken the lead in the 











486 


Vital Speeches of the Day 





organization of the International Bank for Reconstruction 
and Development and the International Monetary Fund, 
and have subscribed to these two institutions to the extent 
of almost $6 billions. We have increased the capacity of 
the Export-Import Bank to make loans abroad by almost $3 
billions. We have made a direct loan of $334 billions to 
Great Britain. We are proposing this year to contribute a 
half billion dollars for relief and reconstruction in the Philip- 
pines, and a billion dollars to relief in occupied areas. The 
President’s recommendations for aid to Greece and Turkey 
to the extent of $400 millions and for post-UNRRA relief 
to the extent of $350 millions are still under consideration 
by Congress. And there are a few other smaller items. _ 

These measures of relief and reconstruction have been 
only in part suggested by humanitarianism. Your Congress 
has authorized and your Government is carrying out a policy 
of relief and reconstruction today chiefly as a matter of 
national self-interest. For it is generally agreed that until 
the various countries of the world get on their feet and be- 
come self-supporting there can be no political or economic 
stability in the world, and no lasting peace or prosperity for 
any of us. Without outside aid, the process of recovery in 
many countries would take so long as to give rise to hopeless- 
ness and despair. In these conditions freedom and democracy 
and the independence of nations could not long survive, for 
hopeless and hungry people often resort to desperate mea- 
sures. The war will not be over until the people of the 
world can again feed and clothe themselves and face the 
future with some degree of confidence. 

The contribution of the United States towards world 
livelihood and reconstruction is best measured today not in 
terms of money but ia terms of the commodities which we 
ship abroad. It is commodities—food, clothing, coal, steel, 
machinery—that the world needs, and it is commodities that 
we must concentrate our attention upon. 

Our exports of goods and services to the rest of the world 
during the current year, 1947, are estimated to total $16 
billions, an all-time peace-time high. Before the war our 
exports of goods and services fluctuated around $4 billions 
annually. 

It is difficult to imagine $16 billions worth of com- 
modities. This represents one month’s work for each man 
and woman in the United States, one month’s output from 
every farm, factory and. mine. 

Let me give you another indication of the extent of our 
exports. The volume of commodities now moving out of 
east coast and gulf ports of the United States is twice as 
great as the peak volume which moved out of those ports 
during the war when we were transporting and supplying 
not only our own huge armies abroad but a tremendous 
volume of lend-lease supplies. 

Our exports this year are perhaps the maximum, in quan- 
tity, that is likely to be exported abroad in the next few years. 
At the same time these exports are probably the minimum 
that we should make available to the world. 

It is extremely difficult under present circumstances to 
increase the volume of our exports further. For in this coun- 
try too, there is a great demand for commodities, and foreign 
customers must compete with American customers. The 
character and composition of our exports will probably 
change, with lesser quantities of food, fuel and raw materials 
being exported and increased amounts of steel, machinery 
and other manufactured products going abroad. But the 
total volume of exports is not likely to increase substantially 
until the world gets soundly on its feet and a genuine world 
prosperity may carry a healthy multilateral trade to higher 
levels. 


In return for the commodities and services which we 
expect to furnish the world this year, we estimate that we 
will receive commodities and services from abroad to the 
value of about $8 billions. This is just about half as much 
as we are exporting. This volume of imports is equal to 
about two weeks work of all the factories, farms, mines, and 
laborers of the United States, and consists largely of things 
which are not produced in this country in sufficient quantity. 
We wish that the imports were larger, but the war-devas- 
tated world is just not able to supply more. 

The difference between the value of the goods and services 
which foreign countries must buy from the United States this 
year and the value of the goods and services they are able to 
supply to us this year will therefore amount to the huge sum 
of about $8 billion. 

How are foreigners going to get the U. S. dollars neces- 
sary to cover this huge difference? And how are they going 
to get the U. S. dollars to cover a likely difference of nearly 
the same amount next year? These are some of the most 
important questions in international relations today. 

Of this year’s difference between imports and exports, 
more than $5 billion is being financed by loans and grants- 
in-aid from the United States Government, through such 
instruments as direct relief, the Export-Import Bank, the 
International Bank, the International Fund, and the loan to 
Great Britain. Funds for this purpose have already been 
authorized by Congress. The remainder of this year’s deficit 
will be covered by private investments, remittances of Amer- 
ican citizens abroad, and by drawing down the extremely 
limited foreign reserves of gold and foreign exchange. 

But what of next year, and the year after that? Continued 
political instability and “‘acts of God” are retarding recovery 
to a greater degree than had been anticipated. The extreme 
need of foreign countries for American products is likely, 
therefore, to continue undiminished in 1948, while the capa- 
city of foreign countries to pay in commodities will probably 
be only slightly increased. Under existing authorizations, 
considerable sums will be available to offset next year’s 
deficit. But these funds will taper off rapidly during the 
latter part of 1948. The need, however, will decline very 
little if at all. 

This is not a bright picture. But we must face up to the 
facts on the rate of world recovery. It has been widely over- 
looked that after the First World War it was only in 1925 


. that the world arrived at the 1914 level of economic activity. 


And World War II was many times more destructive than 
World War I. In the late war nations planned on a vast 
scale and executed with new and tremendously improved 
weapons the destruction of the enemy’s economic resources, 
with enormous success. Recovery will therefore be corre- 
spondingly slow. 

One more thing to be considered is that as great as is our 
supply of commodities and services to the world during the 
current year, it is still far short of what the people of the 
world need if they are to eat enough to maintain their 
physical strength and at the same time carry on essential 
measures of reconstruction and become self-supporting. This 
will be true until the other workshops and granaries of the 
world are back in full production. 

What do these facts of international life mean for the 
United States and for U. S. foreign policy? 

They mean first that we in the United States must take 
as large a volume of imports as possible from abroad in order 
that the financial gap between what the world needs and 
what it can pay for can be narrowed. There is no charity 
involved in this. It is simply common sense and good busi- 
ness. We are today obliged from considerations of self- 
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interest and humanitarianism to finance a huge deficit in 
the world’s budget. The only sound way to end this deficit 
financing is by accepting increased quantities of goods from 
abroad. There can never be any stability or security in the 
world for any of us until foreign countries are able to pay 
in commodities and services for what they need to import 
and to finance their equipment needs from more normal 
sources of investment. 


Today in Geneva our negotiators are meeting with repre- 
sentatives of seventeen other countries in an effort to nego- 
tiate a mutual reduction in trade barriers and an agreement 
upon fair rules to govern international trade. This is one of 
the ways in which we are attempting to face up to the 
realities of international life. The Geneva Conference must 
succeed. The International Trade Organization must be 
established. 

The Geneva Conference must succeed not only because of 
the emergency supply and financial situation that exists today, 
but also because our position as the world’s greatest producer 
and creditor nation demands that for a long period to come 
we accept an ever larger volume of imports. When the pro- 
cess of reconversion at home is completed, we are going to 
find ourselves far more dependent upon exports than before 
the war to maintain levels of business activity to which our 
economy has become accustomed. 


The facts of international life also mean that the United 
States is going to have to undertake further emergency 
financing of foreign purchases if foreign countries are to con- 
tinue to buy in 1948 and 1949 the commodities which they 
need to sustain life and at the same time rebuild their econ- 
omies. Requests for further United States aid may reach 
us through the International Bank, or through the Export- 
Import Bank, or they may be of a type which existing 
national and international institutions are not equipped to 
handle and therefore may be made directly through diplo- 
matic channels. But we know now that further financing, 
beyond existing authorizations, is going to be needed. No 
other country is able to bridge the gap in commodities or 
dollars. 

This leads directly to a third imperative for our foreign 
policy. Since world demand exceeds our ability to supply, 
we are going to have to concentrate our emergency assistance 
in areas where it will be most effective in building world 
political and economic stability, in promoting human freedom 
and democratic institutions, in fostering liberal trading 
policies, and in strengthening the authority of the United 
Nations. 

This is merely common sense and sound practice. It is in 
keeping with the policy announced by President Truman in 
his special message to Congress on March 12 on aid to 
Greece and Turkey. Free peoples who are seeking to pre- 
serve their independence and democratic institutions and 
human freedoms against totalitarian pressures, either internal 
or external, will receive top priority for American recon- 
struction aid. This is no more than frank recognition as 
President Truman said, “that totalitarian regimes imposed 
on free peoples, by direct or indirect aggression, undermine 
the foundations of international peace and hence the security 
of the United States.” 

The fourth thing we must do in the present situation is 
to push ahead with the reconstruction of those two great 
workshops of Europe and Asia—Germany and Japan—upon 
which the ultimate recovery of the two continents so largely 
depends. This is what Secretary Marshall meant when he 
reported to the nation on April 28 that action on behalf 
of European recovery can not await “compromise through 
exhaustion,” and that we must take whatever action is pos- 





sible immediately, even without full Four Power agreement, 
to effect a larger measure of European, including German, 
recovery. European recovery cannot be complete until the 
various parts of Europe’s economy are working together in 
a harmonious whole. And the achievement of a coordinated 
European economy remains a fundamental objective of our 
foreign policy. 

Finally, in order to carry out an economical and effective 
policy of relief and reconstruction along the foregoing lines, 
your Government is going to need the extension by Con- 
gress of certain executive powers over the domestic sale, 
transportation, and exportation of a limited list of com- 
modities. Such controls have been in effect during the war 
and are still in effect under the President’s War Powers, but 
are due to expire June 30th of this year. 

It is vitally important that these controls be renewed. It 
is commodities that are needed in critical areas abroad, not 
just money. It is wheat and coal and steel that are urgently 
required to stave off economic collapse, not just dollar credits. 

Your Government must therefore be able to insure equit- 
able distribution of supplies as between the domestic economy 
and the export demand. This requires the extension of allo- 
cation powers with respect to a limited list of commodities 
certified by the Secretary of State and the Secretary of Com- 
merce as critical to the foreign economic policy of the United 
States. Powers to assign priorities directly to producing 
firms will be necessary for a still more restricted list of items. 
At the same time, a continuation of export controls is 
required in order to direct exports where we want them to 
go and cut down unnecessary and undesirable foreign buying 
in the domestic market. 

Power to assign priorities on transportation are also 
needed. This power is needed in order to insure the efficient 
use of transportation facilities, particularly freight cars. 
Without such authority it will be difficult to move bulky 
export commodities such as coal and grain in the required 
quantities. 

Finally, certain legislation which would enable the Mari- 
time Commission to insure maximum availability and effici- 
ent use of shipping is required in order to insure the success 
of our export programs with respect to bulky items such as 
coal and grain. 

Legislative proposals of this nature have been presented 
to Congress, or will be presented in the near future. It is 
of the greatest importance to the foreign economic policy of 
this country, and thus to the security and well-being of the 
nation, that these powers be granted. 

There is a story going the rounds about a man, who after 
listening to an extended lecture on the grave financial and 
economic difficulties of northern Europe and Great Britain, 
remarked “And just think, all the trouble was caused by 
a blizzard.” 

I think we will all agree that something more than a bliz- 
zard has caused Europe’s current difficulties. But last 
winter’s blizzard did show up the extremely narrow margins 
of human and national subsistence which prevail in the 
world today, margins so narrow that a blizzard can threaten 
populations with starvation and nations with bankruptcy and 
loss of independence. 

Not only do human beings and nations exist in narrow 
economic margins, but also human dignity, human freedom 
and democratic institutions. 

It is one of the principal aims of our foreign policy today 
to use our economic and financial resources to widen these 
margins. It is necessary if we are to preserve our own free- 
doms and our own democratic institutions. It is necessary 
for our national security. And it is our duty and our privi- 
lege as human beings. 
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group of men and women from all over the country, to 

share with you something of the story of the problems 
that we have facing us today with reference to national secur- 
ity. You know, after the last war, the public settled back and 
said: “Well, we have won this one. Thank God, we will 
never have another one of these. We are through with this 
business of war, and to hell with it. We don’t want to hear 
any more about it. That is the job of the Army and the 
Navy. ‘That is what we pay them for. Let them worry 
about it.” 

So, everyone settled back, as I said, and the Army and 
Navy receded into their shells. We went back to our little 
two-by-four posts scattered around the country, saw little 
if anything of the public, and the public paid little or no 
attention to us. We sort of slept there for some period of 
time. 

We feel very keenly that we must not let that condition 
develop again, because the problems of national security are 
far too profound, and their ramifications are too great, 
frankly, to trust them just to a bunch of Army officers or 
Navy admirals. It is not just our responsibility. It is the 
responsibility of all of us. So, we are very happy to be able 
to tell you something of the job, with the hope that you will 
share some of our responsibility and assist us in implementing 
our work. 

Frequently you hear statements to the effect that, “Well, 
the Congress is appropriating billions of dollars for these gen- 
erals and admirals.” I can assure you it isn’t for us, by any 
manner of means, alone. It is to implement your work, your 
responsibility for national security, which, as I say, we would 
like to share with you. It is much too profound just to be 
left with the military services alone. 

Before we look into some of the specific items, it might be 


| AM very happy to have this chance to talk to such a 


well for me to run over rather briefly what | regard as the © 


major lessons that are to be learned from the past war. It 
is true you never fight another war just as you have done the 
one before; but nevertheless it is very much worth while to 
take an estimate of the situation and see if we have learned 
anything from the past one in order that we can properly 
evaluate our plans for the future. 

The first of these lessons, it seems to me, is that we must 
have a very close correlation between our foreign policy and 
our military policy. I hasten to add that we feel in the 
armed services, just as you do, that the foreign policy of this 
country must be determined by our civilian heads, by the 
President, by the State Department, and by the Congress; 
but the people who formulate our foreign policy must have 
a very clear understanding of what the limitations are of our 
military capacity. When I use the word “military” I use 
it in its broader sense to include naval questions. 

Certainly Pearl Harbor and the events leading to Pearl 
Harbor demonstrated that we did not have that close cor- 
relation between foreign policy and military capacity which 
I am confident we must have in the future. Particularly as 
we have taken leadership in the world, we must be prepared 


to back our foreign policy, if it is necessary to do so, and 
certainly in this day of realism, whether we like it or not, 
military power is a factor in determining policies the world 
over. 

The next point, I think, is that the war demonstrated the 
utter necessity for unity of command within the military 
forces wherever they happen to be. We must never again 
let the conditions that existed on the morning of Pearl Har- 
bor develop again. Fortunately, recently the Secretary of 
War and the Secretary of the Navy issued instructions to 
insure that this would not again develop, and now wherever 
we have troops the world over, there is a single commander. 
He may be a Navy man in a certain area, he may be an Army 
man in another, and he may be an Air Forces man in a third; 
but there is always a single commander who has authority 
over all of the forces in his particular area. 

The Congress has made a great step forward in unifying 
the committees dealing with national security. Instead of 
the Army’s going up before one committee without any atten- 
tion to what the naval requirements are, and presenting its 
case and asking for money, and the Navy’s going before a 
different committee and telling its own story without any 
reference to the Army, now both departments have to go 
before the same committee in the House and in the Senate. 
Therefore, for the first time, really, the problems of national 
security are being heard by one group of men, who have 
then a chance to weigh the pros and cons and to see how 
the money can best be spent and what the requirements for 
the over-all security of this country are. 

We feel that the next essential step is to unify the man- 
agement of the War and the Navy Departments here in 
Washington. That is the reason that we support the pro- 
gram of unification which is now up before Congress. I 
want to assure you that the Army has never advocated a 
merger of the Army, the Navy, the Air Forces, and the 
Marines, as it is frequently said in the press. We have no 
idea of doing away with the Marine Corps, of doing away 
with naval aviation, and have never advocated any such 
thing. What we do say is that the management in Wash- 
ington should be under a single Secretary and that the prob- 
lem of national security should be approached as an entity, 
which it is. We are confident that the current legislation 
which has been agreed to by the two departments is a sound 
step toward an over-all approach to the problem of national 
security, which is bound to end in a sounder national pro- 
gram. 

The next major point, I think, getting into the more 
strictly military field, is that air power is the dominant factor 
in war today. You simply cannot move either at sea or on 
land unless you pretty well control the air, and you have 
got to do it almost twenty-four hours of the day. I say, as 
a Ground Force officer, that air power is the dominant fac- 
tor. Air alone did not win the last war, and it can never 
win a war in the future. It will take balanced forces— 
Navy, Army, and Air—properly coordinated and properly 
led, to achieve any victory. In all of our considerations we 








eo 


J. Lawton Collins 


489 





must recognize the fact, I believe, that the Air is now our 
first line of defense and would be our first line for counter- 
offensive if we ever had to fight another major war. 

The next point I would make is that military forces alone 
are not sufficient to win a major war. Certainly, if there 
is anything that would give pause to Russia or any other 
nation that might possibly be considering world domination, 
either for ideological or economic reasons, it would be less 
our armies and our navies than our tremendous industrial 
capacity, the ability of this country to produce foodstuffs 
not only for ourselves but also for any possible ally, and, 
finally the knowledge, now demonstrated, that a democratic 
people will fight, if forced to, for the things in which they 
believe. 

We are confident that any future war, like this past war, 
will be total war and it cannot be waged solely by the people 
in uniform. As I expect to demonstrate to you a little later, 
the civilian populace is almost ce:tain to be involved. There- 
fore, in any plans for the future we must consider the over- 
all business of how to coordinate our industrial plants, our 
industrial mobilization along with our plans for manpower 
mobilization. 

Another point is that the scientists in this past war cer- 
tainly came into their own as a major factor. Of course, 
we have always counted upon scientists in the past for con- 
sultation in the development of arms and equipment of vari- 
ous kinds and character, but this time we relied on them 
more than ever before, and they produced not only the 
atomic bomb but many other great developments. 

Of course, the Germans led the way with the large-scale 
rockets, but we developed many rockets of our own which 
were highly effective. The application of electronics to war- 
fare through radar and other such devices was a tremendous 
step forward. We have developed long-range aircraft be- 
yond that of any other nation in the world, very largely 
based on scientific research. Finally, we have developed 
recoilless weapons chat are going to have a profound effect 
on all weapons in the future. We must keep up our pro- 
gram of research and development. It is going to cost con- 
siderable money, but we must keep our lead if we are to fight 
with a minimum of loss of manpower in any future war. 

Along with this program of research and development we 
must develop a topnotch, well-integrated intelligence service 
so that we will know what is going on in the world, and 
with that intelligence service it seems to me imperative that 
we must develop some means of informing the American 
people as to what is going on. 
bility of the War and Navy Departments alone. As a matter 
of fact, it is primarily a State Department responsibility. 
We are working in close coordination with the State De- 
partment, endeavoring to see what can be done along this 
line, because if our people are to support a sound program 
for national security, they are entitled to know what it is all 
about. I am confident that the people in the State Depart- 
ment have exactly the same point of view today. 

The final point I would make is that this past war—in 
fact, the past two wars—should have proved to the world 
that we are the major military power that would have to be 
defeated before any nation could dominate the world. Twice 
the Germans gave us the time necessary to gear up our great 
industrial plant, to call in the National Guard, to set up 
selective service machinery, to raise and train the great 
armies and navies that we have produced. We feel that we 
will never again have that time, as I expect to develop dur- 
ing my talk. Therefore, in all of our planning we must 
recognize that time will no longer be on our side, that we 
will be the first nation, probably, that is struck. Therefore, 
in everything that we do we must consider what we are 
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capable of doing immediately upon the outbreak of any pos- 
sible future war. 

What about our position in the world today? How strong 
are we? Let’s take a look, first of all, at our geographic 
position. ‘The map on the left here shows a conventional 
mercator projection of the world with our continent in the 
middle of the map, with a great ocean on either side of it. 
We have placed great store by these two oceans and by our 
magnificent Navy to keep the enemy off our shores, and we 
have succeeded in doing that throughout all our wars. We 
feel that the business of fighting wars along the line of the 
past wars is not necessarily going to hold in the future. 
Wars heretofore have been fought generally east and west 
around the globe; latitudinally, you might say. We think 
that in the future they are more likely to be fought longi- 
tudinally very much, over the top of the globe, at least in the 
initial phases. So, let’s take a look now at a polar projection. 

You are not going to be able to see this small lettering 
from the back of the hall, but I shall try to orient you on it. 
The pole, of course, is right here in the middle of the map, 
and this big land mass up here, standing on its head, is the 
Eurasian (Europe and Asia) continent, with Asia over on 
this side and Europe on the other side. This funny looking 
thing is Africa, somewhat distorted out on the end. Here is 
our continent down here. When you look at a map of the 
world of this type, you are struck at once by the fact that 
these two oceans on either side really don’t separate us from 
the Eurasian continent, that we are much closer to the 
Eurasian continent than we had ever thought, over the top 
of the world. 

For example, from Spitzbergen to New York City is only 
3500 miles airline. From Tokyo to Seattle is 4300 miles. 
From Siberia down as far as the Panama Canal is only 5000 
miles airline. From Portland, Oregon, over to the Suez 
Canal is less than 5000 miles. So, you see that we are really 
quite close to this great Eurasian ldnd mass, where the bulk 
of the people of the world live. 

On this chart also I have shown in red the great industrial 
areas of the world. Here is our industrial Northeast, and 
the few red spots here are the centers primarily of our avia- 
tion industry on the West Coast. This is the great indus- 
trial area of France and of England; these of Russia; and 
out here those of Japan. Any war of the future is bound 
to involve those industrial areas, and therefore the distances 
between them is of great importance. As you see, they are 
all less than 5000 miles from one another over the top of 
the world. 

This next chart shows how these areas can be covered with 
aircraft of a radius of 5000 miles. These arcs, the blue 
and the red, each of a radius of 5000 miles. They indicate 
that from our Canadian frontier we can cover all of the 
civilized part of the world, the great industrial areas of the 
world, from our own native land. But it also shows that 
we are vulnerable from Europe in the vicinity of Paris or 
from eastern Siberia with aircraft of a similar range. You 
can cover the whole world that would be involved in a fight 
with such aircraft either from the Eurasian continent or from 
our own country. That includes Hawaii, incidentally. 

No other people in the world, other than ourselves, has 
aircraft of that range, but we do know that we had to put 
down three B-29’s in Russia, and we never got them back. 
So, at least they have a pretty good model. We are the only 
people today who really have the long-range aircraft to fly 
4 such distances. We can do it with the craft that we 

ave. 

What about guided missiles? As of today, there is no 
guided missile in the world that has a range of much in 
excess of 300 miles; utterly inadequate, of course, to fly 
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either from this continent or from Europe against us. But 
it is only a question of time before longer range guided mis- 
sles can be developed. It is true that recently we took off 
three B-17’s from Hawaii and flew them all the way to a 
landing on the West Coast without anybody at the controls. 
The three ships were under the control of a mother ship 
which flew some distance away, and they were controlled 
entirely by radio. It is only a matter of degree to leave the 
radio controls back at a place like Hawaii and fly the ships 
on to a target or to have a control ship back 100 miles away. 
The chances are that the first real type of guided missiles 
will be aircraft of that sort. 

So far as the extension of guided missiles to great ranges 
is concerned, the scientists all tell us that that is a matter 
of a considerable number of years. There are tremendous 
technical difficulties that have to be overcome, and the cost 
would be something frightful. So, if war should come 
at any time in the next fifteen years or so, we will say, it 
would be necessary for an enemy in Europe who might be 
considering an attack against us to do it very much step by 
step. Therefore, it is essential for us to look to our defenses 
toward the poles, and I should like quickly to run over with 
you the importance of the bases to the northeast and to the 
northwest of us. 

I have already pointed out that Spitzbergen is just 3500 
miles from New York City and might some day become a 
very important strategic spot. Iceland is less than that dis- 
tance away. You all know that we had air bases at Iceland 
during the war. We have recently withdrawn all of our 
forces from Iceland except a handful of men settling claims 
there. So, we have no troops in Iceland today. That would 
possibly be a very important point some day. 

Greenland is the next stage closer in to this country. We 
still have air bases in Greenland, but there are no ground 
forces there today to protect them. 

Then, of course, coming in closer, we run into Labrador 
and the Nova Scotia area, where we still have some air bases, 
but no ground forces for their protection. 

Any attack launched in the future against us in an en- 
deavor to bring atomic missiles or guided missiles to our 
shores—to the Eastern Seaboard, at any rate—would have 
to come in general this way, unless they came by submarine 
under the sea past any of our defenses that we might have 
there and then pop up off our seaboard and launch a guided 
missile into a place like New York. 

Over on the other coast you can see the great importance 
of Alaska. It is only a short hop from either Manchuria 
or Siberia to Alaska, and today we have no ground forces 
disposed in Alaska. Our troops are committed to the busi- 
ness of occupation overseas, primarily in Germany, Japan, 
and Korea, and we have no ground forces today in Alaska. 
We would have to be on guard, then, to secure Alaska and 
to secure any other bases that lead step by step toward this 
country. 

What might an atomic attack against this country look 
like? What would be its targets? Would it be launched 
against the Army or the naval forces? We doubt it very 
much, because such forces, dispersed and scattered, would 
really not be very profitable targets. Wherever they were 
greatly concentrated, however, such as in the ports of em- 
barkation and ports of debarkation or bridgeheads, they 
would become profitable targets. 

I can assure you that, as we sat in South England, getting 
ready for the Normandy invasion, we wondered night after 
night whether or not we were going to be attacked by Ger- 
man air. Finally, we did have one attack of about twenty 
bombers at Plymouth harbor, where I was stationed, and 
bombs rained down into the harbor and didn’t hit a thing. 


There were a couple of casualties on shore, and that was all. 

But had any one of those bombs contained an atomic war- 
head, I am confident that our naval forces and our landing 
craft in Plymouth harbor would have been destroyed, and the 
other ships that were not sunk would have been so covered 
with radioactive materials, as those at Bikini were covered, 
that it would have been months, before we could have reor- 
ganized and launched our attack. 

Similar conditions existed at Exeter, Dartmouth, and all 
the other ports of South England. They were simply 
jammed with landing craft which would have been excellent 
targets for an atomic attack. Had the Germans had such 
a bomb and waited until we had gotten ashore and gotten 
somewhat established in Normandy, say about D-plus-3, and 
had dropped one atom bomb over Utah, the beach where I 
was, and farther up the line had dropped one at the British 
and one at the Canadian beachheads, in my opinion our 
forces would very probably have been wiped out, because we 
had to land supplies from the ships in the artificial harbors 
by using landing craft, and we had all the landing craft 
that were available in Europe. There just were no more. 
The artificial harbors would have been destroyed, and then 
our forces ashore would have been terribly vulnerable to 
counterattack. 

It is relatively easy to get ashore many times in an am- 
phibious operation. The trouble is to stay there after you 
get ashore. That is dependent on supplies and on support, 
which could have been wiped out with an atomic attack. 
Thank goodness, the Germans didn’t have such bombs, and 
our Air Forces and the RAF had pretty well swept the 
German air out of the sky, which made it possible for that 
great invasion to be made. 

Coming here to our own country, we feel that great ports 
like New York City would be logical targets, that great in- 
dustrial centers like Detroit, Pittsburgh, and Chicago would 
be the areas of attack, not the military dispositions of troops 
deployed in the field. It doesn’t take very much imagination 
to picture what would happen to a place like New York if 
it were hit with atomic bombs, if one were put over New 
York at the Empire State Building, another dropped 
at the East River about opposite the Brooklyn Navy Yard, 
and another one in the Hudson off South Ferry somewhere. 
Such an attack would probably be accompanied by an air- 
borne invasion designed to cut off that area from the rest 
of the country. 

How could we meet such an attack? It seems to me that, 
first of all, we would have to have an Air Force in being, 
ready to fight in the event of war, ready to take off at once 
to carry the counteroffensive to the enemy, to prevent him 
from seizing places like Iceland or Greenland, to carry an 
actual service of bombing raids into his country, to strike at 
his atomic plants, at his industrial centers. We should be 
prepared to accompany such attacks by airborne tivops, and 
we are designing our équipment today, the Infantry, the 
Artillery, the Ground Forces, so that they can be air trans- 
portable. 

In my judgment, we have only scratched the surface on 
the development of air transport, and I am confident that 
we must carry on along that line, that we must be prepared 
if we want to keep the war off our shores, that we must 
have such an Air Force and such Ground Forces backed up 
by an adequate Navy to prevent the seizure of these bases 
which would enable an enemy step by step in the early phase 
of a war to bring such atomic attacks, or attacks by other 
weapons of mass destruction against our great cities. 

It is our estimate, so far as the Army and the Army Air 
Forces are concerned, that we should have a force in the 
neighborhood of 1,750,000 ready in the event of war—ready 
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on M-Day. We have to have Ground Forces included in 
order to combat any enemy invasion, to occupy these bases. 
We would have to have men trained to restore signal coms 
munications, road communications, to take care of the sick, 
the dead, and the wounded. You could not extemporize such 
forces, just overnight. They would have to be disciplined 
men who knew how to take care of themselves in the field. 
They woald have to be trained and organized and ready to 
operate at once. 

I will come back to the business of how we might possibly 
maintain such forces a little later. I would like quickly to 
run over what our current problem is in the Army, and that 
is the business of maintaining our forces in Germany and 
Japan and overseas and backing them up here at home. 

Our Army requirements as of today, including the Air 
Forces, are for a force of a little over a million men— 
1,070,000. 

As you all know, the Selective Service Act has expired. 
The War Department did not ask for an extension of the 
Act, because we wanted to try to see what could be done 
to maintain our forces wholly by voluntary recruiting. The 
men that we were getting under Selective Service were all 
for short terms, a maximum of a year and a half. It takes 
months to train men, to equip them, to induct them into 
the service, to ship them out to the West Coast, to wait for 
the transports to take them to Japan or Korea. Then, after 
a man has been out there for only nine months, we have to 
turn around and do the whole thing all over again, to get 
him out of the service, to give him the leaves, the furloughs, 
which we are required to give him. It is an utterly ineffi- 
cient, terribly costly process. 

So we want to get down to a wholly voluntary Regular 
Army, and we ask your help throughout the country in boost- 
ing our Army recruiting. One thing you can specifically do 
in your communities is that when the Army is attacked for 
some of the things that it may have done wrong in the war, 
remember that we expanded this little Army of ours from 
something like 250,000 in the Regular Army and approxi- 
mately the same number in the National Guard to a force 
of 11,000,000 men; that we expanded our little officer corps 
from 16,000 regulars, twenty-odd thousand National Guard 
officers, to a force of 900,000 officers. 

You are all business people. Just stop and think what 
would happen to any of your firms if you expanded them by 
any such percentage while you were trying to carry on oper- 
ations all over the world. Of course, mistakes were made, 
but we think we did a pretty good job, and we hope you will 
support us now while you are giving constructive criticism 
rather than destructive criticism. 

Our recruiting program is going along right well, but it is 
going to take 30,000 men a week, week after week. It is 
not one of these things like the Community Chest, where you 
put on a great drive and can settle back for the rest of the 
year. It has to be done week after week if we are going to 
maintain our forces wholly by voluntary recruitment. If 
this cannot be done, then we will be forced to go back to 
Congress and ask for re-enactment of Selective Service or 
some other system whereby we can maintain our forces. 

Let’s take a look back at that 1,750,000 figure as being the 
force necessary in the event of a major war again. As you 
all know, traditionally we have had a relatively small army 
in this country, and we have depended very largely on our 
civilian components to bring out the full numbers. We do 
not know what the strength of the regular service will be 
after the war, but right now our current estimates are that 
it will be something in the neighborhood of 875,000, includ- 
ing the air; roughly, 400,000 in the Air Forces, 375,000 
in the Ground Forces, and the remainder in Service Forces 





to supply both the air and the ground. The remainder of 
our forces must come from the National Guard and from 
our Organized Reserve, and we are asking the Guard now 
to man twenty-seven divisions, with some Air Force units 
to go with them, and other service units that would total 
nearly 700,000 men. 

The Guard during the normal times of peace in the past 
has never gotten up above about 250,000, and you can see 
the terrible task of trying to recruit by voluntary enlistments 
1,000,000 men, roughly, in the Army today, a half million, 
more or less, in the Navy, and then some 700,000 in the 
Guard. It is practically impossible to do it by wholly volun- 
tary recruiting, and that is the reason we feel that some form 
of universal military training is essential. 

It is not essential for the Regular Army, I want to make 
clear. We do not intend to draft men or to bring men into 
a training corps, making them available to be sent overseas. 
They would not actually be in the Army. They would be 
wholly within a training corps, subject not even to the 
Articles of War, but to a code of conduct much milder than 
the Articles of War. They would not be available to be sent 
outside of this country, nor would they be acceptable for use 
in the event of local disturbances or disorders. We would 
depend on the National Guard for that, as we always have 
done in the past. 

“Then what is the use of it?” you might say. The point 
is that we intend to offer options to men after their first 
six months of training. That first six months of training 
would be basic training, in which a man would learn how to 
take care of himself in the field, would learn the basic steps, 
would learn how to live with the other men, how to cook 
in the field, how to dig fox holes, what to do in the event 
of an air raid or a gas attack, how to handle his weapons, 
and how small units fight. 

At the end of six months those men who wished to con- 
tinue for the remainder of the year’s period of training would 
do so and would then be discharged with no strings attached 
to them. However, we feel that many would voluntarily 
enlist in the Guard as an alternative to this second six 
months’ training or would enlist in our Reserve Corps with 
its affiliated service units, such as hospital units, certain types 
of units which will not be included in the Regulars or in the 
Guard. 

Certain other options would be available for men to take 
ROTC training in order to build up our Reserve Corps 
again, which did such a magnificent job during the war. 
These alternatives—and there are several of them—I am not 
going to give you all the details on now. We think they will 
produce men who will go into the Guard and into the 
Organized Reserve units. We are going to call on the Re- 
serve for some 200,000 in order to round out our force of 
1,750,000. 

Even more important than getting numbers into the Guard 
is the business of getting trained men into the Guard. I 
ask your sympathetic understanding of this problem, and 
what I say now I hope those of you who have served in 
the Guard will accept in the spirit with which I offer it. It 
is not offered critically, but I say that we are asking the 
Guard to do an almost impossible thing, to expect them to 
raise a modern division ready to fight on one hour’s drill a 
week at night in a city armory, with two week’s training dur- 
ing the summer. It is practically an impossible task if you 
expect the Guard units to be ready to fight the day they are 
mobilized. 

Those of you who served in the Guard, I am sure, will 
agree with me that the day you were first called out you were 
not ready to fight Germans or Japs. But as I have tried to 
demonstrate to you, we feel that there never again will be 
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the year or two years available in which to train our civilian 
components once war is on top of us. The Guard did a 
magnificent job during the past war, but they did have a 
year or two just to get ready after they had given up their 
civilian pursuits. 

But we say, “Give the Guard a chance. Let’s train the 
men ahead of time in the basic training for six months.” We 
would give them 100 hours of training, roughly, in that time, 
compared to the fifty hours they would get under the nor- 
mal processes of the Guard alone. So we think that by this 
system the Guard could become an effective M-Day force, 
certainly effective enough to do many of the jobs here at 
home, do many of the security jobs that would be necessary 
at some of these outlying bases promptly after the outbreak 
of a war. 

There is one other major factor involved in a universal 
military training program. Some people say, “Why do you 
need to train all of these men? This is only going to be a 
push-button war; it will take just a few scientists and a few 
bombers, and it will be over in a few days.” We have the 
authority of Dr. Vannevar Bush himself to say that that is 
not the case, that it is certainly not in the future immediately 
ahead of us. 

As I have tried to demonstrate, we are going to need men 
and we are going to need other forces to support our Air 
Forces. ‘They cannot do it alone, and it is going to run up. 
We estimate that by the end of the first year we will need 
to have about five and a half million men in the services, 
four and a half million of whom would be actually in organ- 
ized units. 


Some people will say, “Why not use the veterans of the. 


past war?” In the first place, we ask if that is fair to the 
veterans. They fought one major war. Then, in addition 
to that, we are losing these men so far as their susceptibility 
to Selective Service is concerned, the draft. We are losing 
them at the rate of about a million and a half a year. They 
are getting married, they are having children, they are going 
into industry and jobs from which they should not be re- 
moved in the event of war. In other words, they can only 
be called in the event that the Selective Service Act would 
be passed, they would have to be processed through the draft 
boards as before, and most of them would be exempt in an- 
other five years. 

In other words, we think that in about another five years 
that great body of experience will be just about dissipated. 
Many men would volunteer, but certainly we cannot count 
on them in any great numbers after, say, five years from now. 
So if we do not begin to replenish our pool of trained man- 
power now, it may be too late; and if we are to follow the 
advice of some of our people, who gave us the same advice 
continually prior to Pearl Harbor—‘‘Wait, wait,” the pas- 
sage of such an act then might well be the signal for a Pearl 
Harbor, for an attack. 


In all security then, in all logic, it seems to us that we 
should review our situation now, and take the necessary steps 
to meet what might happen to us. We in the military serv- 
ice can’t deal in probabilities any longer. That again was 
one of the mistakes made prior to Pear] Harbor. People said 
the Japs couldn’t attack us, but they did. Today other 
nations in the world are capable of attacking us. 


Our forces in Europe today are so small that they could 
easily be overrun. We have ten divisions in the Army today. 
Russia today is capable of putting two hundred divisions in 
the field, have them in the field right now. Russia’s satellites 
in Europe could put another hundred divisions in the field. 
We cannot man 4,000 aircraft today. The Russians have 
over 10,000. I simply cite these as examples of the fact that 
we are terribly weak today. 

In this country we have two and a third divisions; one 
air-borne division on the Atlantic Coast; one infantry divi- 
sion on the West Coast; and we have one third of a division 
left in Texas today. Those are all we have today aside from 
the Marines and the Navy. The National Guard is not 
organized. It is far below anything like the strength it must 
have even for domestic disorders. Therefore we feel the time 
has come when we must face our responsibilities in the world 
squarely and back them up, if it is necessary to do so, with 
the potential of force. 

There is one final point I should like to make. The issue 
of universal military training ought to be decided, in our 
judgment, from a military point of view. Either it is neces- 
sary from a military standpoint, or it isn’t necessary. The 
other things that our youngsters would get from universal 
military training should be regarded as by-products. I have 
three children of my own, of whom I am very proud. I am 
not one of those who say that the youth of America has gone 
to the dogs. The kids we are raising today are better than 
we ever were, but if there is anything they do need, I would 
say there are two things: 


First, is a little more sense of discipline perhaps, and a 
sense of responsibility. We think we could get those two 
things from a universal military training program, and also 
perhaps in the business of responsibility we would bring home 
to these youngsters the fact that they have a moral obliga- 
tion for some of the great things they get out of the privilege 
of living in this democracy. We have something here that is 
very precious, and we have taken it for granted. Those of 
us who have had the opportunity to serve the world over 
know what fascism means, and we also know what the com- 
munist form of autocracy means. We don’t want either of 
them here, and we had better perhaps teach our youngsters 
now that they have a moral obligation for some of the things 
they get out of this country. 


Certainly it is not asking too much of them to give a year 
or six months to the service of their country. Thank you. 


Organized Labor and Economic Stabilization 


PROSPECTS BRIGHT, BUT ARE WE BRIGHT? 


By EDWIN G. NOURSE, Chairman, Council of Economic Advisers, Washington, D. C. 


Delivered before the International Union Convention, Brotherhood of Railway and 
Steamship Clerks, Cincinnati, Ohio, May 14, 1947 


\ , JHEN Mr. Harrison invited me to attend this Grand 
Lodge Convention of your Brotherhood, | accepted 
with genuine pleasure. I wrote him: “This is the 

first invitation from an international union that has been 


extended to any member of the Council of Economic 
Advisers. I shall therefore regard the meeting as an occasion 
for a major statement on behalf of the Council” as to how 
the policies and actions of organized labor fit into the objec- 
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tives and means for obtaining them outlined in the Employ- 
ment Act of 1946. 

That act proposed that the Federal Government shall 
“coordinate and utilize all its plans, functions, and resources 
for the purpose of creating and maintaining conditions [of] 
maximum employment, production, and purchasing power.” 
This positive program for economic stabilization and the 
maintenance of sustained prosperity is to be carried out “in 
a manner calculated to promote and foster free competitive 
enterprise and the general welfare,” thus recognizing our 
established system of corporate and union organization and of 
free collective bargaining between them. Furthermore, the 
Congress clearly states that this policy and program are to be 
carried out “with the assistance and co-operation of industry, 
agriculture, labor, and state and local governments.” It 
suggests further that the Council of Economic Advisers to 
the President shall consult with such representatives of indus- 
try, labor, agriculture, and consumers as it deems advisable. 

We promptly decided that it was advisable for the three 
members of the Council and those of our top staff who were 
particularly concerned with labor matters to sit down with 
representatives of the principal labor organizations, at least 
quarterly, for a frank exchange of views. We have also met 
with management, agriculture, and consumers. As a matter 
of record, the first such consultative conference that we held, 
soon after our work got under way and before we made our 
first report to the President, was with Mr. Harrison, Mr. 
Lyon, and five other representatives designated by the Rail- 
way Labor Executives Association. I am glad now to broaden 
my acquaintance with your membership and to consider with 
you the principles under which we both must work in pro- 
moting the economic welfare of our great country. 


THE EMPLOYMENT AcT DECLARES RESPONSIBILITY 


Now there is one point about the policy set forth in the 
Employment Act of 1946 and the working relations and 
program of the Council of Economic Advisers which I think 
it is most important that everybody have clearly in mind at 
all times. The Employment Act recognizes and underscores 
the responsibility of existing and long-established organiza- 
tions in the field of private business; but, at the same time, it 
accepts and clarifies a reciprocal or complementary responsi- 
bility of the Federal Government for promoting high and 
continuous use of our country’s productive resources. 

I undertook to drive this point home in the first formal 
address that I made as chairman of the Council of Economic 
Advisers. This was on December 6 last, when I was invited 
to address the National Association of Manufacturers assem- 
bled in their 51st Congress of American Industry.* A single 
paragraph will give you the point of view from which I 
urged them, and now I urge you, to approach this great new 
development in our institutions of free government. I said: 


It now devolves upon each of us, whether in the execu- 
tive or legislative branch of the Government to see that, 
in carrying out the purposes of this law, we study wisely 
and with due counsel as well as acting decisively and 
promptly when occasion demands. To this end, we of the 
Council sincerely hope that you of the House of Business 
no less than those of the House of Labor and the House 
of Agriculture will join actively and sincerely in our 
studies of causes that impede the attainment of maximum 
production, employment, and purchasing power and in the 
making of recommendations which would operate effec- 
tively toward the removal of these impediments. 


All this simply reflects my general economic philosophy 
and understanding of how an economic system works and 
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can be made to work more efficiently and steadily through 
the guidance of intelligent men who occupy official or admin- 
istrative positions in economic organizations, private or public. 
It reflects the view that in these relationships we are dealing 
with a very delicate and complicated piece of machinery and 
that we cannot safely operate as special interest groups or 
by using our sheer weight of fighting strength to force an 
economic adjustment merely to our arbitrary will or to our 
short-run or apparent advantage. Instead of such a militant 
or brute-force means of settling economic problems, we must, 
with the responsibilities that lie in our hands, turn to what 
I like to refer to as the engineering approach to problems of 
economic adjustment under free enterprise and collective 
bargaining. We cannot be content merely to be clever 
negotiators or ruthless fighters. We must acquire a basic 
understanding of the broad repercussions and long-run cause- 
and-result relationships involved in our business actions. 
Both the corporation and the union must be skillful in work- 
ing out these relations when they set wage rates and working 
rules. Manufacturers and merchants must deal skillfully 
with these relationships when they mark price tickets and set 
service charges. Both individuals and corporate managers 
must deal intelligently with these relationships when they 
determine on their savings accumulations and their spend- 
ing behavior. Public officials as well as citizens must show 
themselves economically literate when they decide on tax 
levies and public works expenditures. 

Economics is really a particular species of engineering— 
wealth engineering. Your union officials and likewise corpo- 
ration officials and government officials must, if they are to 
be successful in the long run, bring scientific analysis to bear 
upon the study of business forces, market values, and high 
real incomes, much as the mechanical, electrical, or chemical 
engineer brings scientific methods to bear in dealing with 
the forces and materials of nature. Like these other engi- 
neers, they seek to find what is wrong with the mechanisms 
and practices through which we are currently utilizing these 
forces and materials. And they should contribute to their 
more effective utilization. 

This engineering approach to your business and the 
Nation’s Business comes to a sharp focus today. We stand 
at the end of a war of unprecedented magnitude and severity, 
in which swift, skillful, and massive industrial production 
has been a decisive factor. It was a great engineering or 
technological achievement. But it was not a great business 
or economic achievement or a demonstration of our ability 
to run an industrial system at high efficiency in peacetime. 
It was a highly artificial episode of industrial production, in 
which motives of patriotism or even fear largely supplanted 
ordinary motivation and in which government orders were 
financed out of a national deficit and we rolled up a gigantic 
debt. The basic problem of reconversion is to keep the 
momentum of this high-level economic activity but convert 
it to orderly market transactions on a self-sustaining basis. 
To stabilize such high-level production and consumption is 
the basic purpose of the Employment Act of 1946. 

In the world of normal bargaining relations to which we 
have now returned, several goals have to be jointly attained. 
The consumer has to be satisfied that he is getting proper 
value for his dollar. The capitalist or saver has to be satis- 
fied that he has enough prospect of interest or dividends and 
certainly enough safety for principal so that he keeps invest- 
ment flowing in at the rate needed for efficient equipping 
of labor and for necessary growth. Labor has to be satisfied 
that wages correspond reasonably to actual productivity and 
that special skills or extra effort can win financial recognition 
and lead to advancement. 
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Businessmen are fond of saying that it is the task of man- 
agement to do all these things. For myself, I think they 
cannot really be accomplished unless other parties to the 
processes of business intelligently and conscientiously play 
their part also. I am not here to talk about management's 
responsibilities or the means by which they can be most fully 
met. Nor am I here to claim that they have been or are 
being met as fully as is necessary if we are to demonstrate 
the superior efficiency of the private enterprise system. 
Among businessmen there is right now considerable com- 
plaint that the Council of Economic Advisers and the Presi- 
dent are putting too much heat on them for solving current 
economic problems and relieving present business difficulties 
and that we are putting little or no responsibility on agri- 
culture and labor, where they say it belongs. Personally, I 
see no reason for stopping, or indeed moderating, our state- 
ments as to the responsibility of management at this juncture 
in the return to postwar private business. 


I said to the N.A.M. audience: 


It is up to you to show your capacity to do business in a 
buyers’ market. Unless you can allow the full volume 
of productivity of our capable labor force, our ample 
plant, and our marvelous technology to continue unabated 
and absorb within your long-time accounting, financing 
and managerial system such price declines as result, you 
will not have shown a capacity of the competitive free 
enterprise system adequately to serve the Nation’s needs. 

You can’t pass the buck to labor any more than labor 
can pass the buck to you. They also regard themselves 
as part of the system of competitive free enterprise, and 
you must both of you find a way of getting together to 
hammer out a mutually sound adjustment. I hope some 
day I’ll have the chance to say these things to a labor 
audience. 


UNIONISM AND ECONOMIC STABILIZATION 


Well, I now have my chance to talk to such an audience, 
and there are just three points I want to make. The first 
is that organized labor settlements must be the parent and 
not the child of economic stabilization. The great purpose 
of the Employment Act of 1946 is to promote economic sta- 
bility or high continuous utilization of our natural resources 
and the maximum purchasing power for the whole consum- 
ing population that would go with such high production. 
It is a mistake to think that the Act provides any trick 
device for guaranteeing business stability or full employment. 
It commits the government to provide favorable conditions, 
but within these conditions labor and management must work 
out the actual arrangements under which high production 
can be attained. 

A very distinguished labor leader once said ta me: “We 
are strong for the Employment Act and the Council of Eco- 
nomic Advisers. You just go ahead and stabilize business, 
and we'll get ours.” I have no doubt as to the second of 
these propositions. But I would simply be seeking to deceive 
you if I left the impression that the Council for a moment 
supposes that it can stabilize the economy or even point the 
way in which it could be stabilized except through the sound 
action of labor as well as management in their collective bar- 
gaining settlements. Under wage rates and working prac- 
tices, labor must put as much into the creation of products 
as it arranges to take out in the way of consumer goods. In 
other words, the settlement must be one that creates both 
the opportunity and the inducement for business—jobs—to 
go on, 

It is sometimes pointed out that the maintaining of full 
employment is the same as making a perpetual sellers’ mar- 
ket for labor. You may reply: “Well, is that bad? Isn’t 


it just what the whole labor movement is for?” My answer 
would be: Whether it is good or bad remains to be seen. 
It will depend upon how wisely union members and union 
officials can use the power that is theirs in a sellers’ market. 
At the least, I would have to say that it is dangerous. 

We have just seen a demonstration of the dangers of a 
sellers’ market for commodities, which has caused you as 
consumers a good deal of anguish and threatened the country 
with spiralling inflation. I am somewhat reassured that that 
danger is now being averted, in part through the self-control 
of some businessmen and in part through the corrective effect 
of increasing production. It is hardly to be supposed that 
a sellers’ market for labor would be protected against abuse 
by the stimulative effect that it would have on the production 
of new laborers. Hence all the more responsibility devolves 
on labor policy and adjustment practices if you are to keep 
from engendering an inflationary spiral of annual wage in- 
creases followed by annual price increases which promptly 
extinguish the gains for the consumer. 

In this connection it seems to me that the greatest danger 
that the Council will have to face in its study of wage-price 
stabilization is that particular groups of workers will feel 
strong enough to secure a substantial wage increase in an 
industry whose product does not enter directly inte their 
consumer budget or which is only an insignificant item in it. 
Thus they feel that they stand to gain more in wages than 
they lose in prices and are ready to ignore the losses that 
they are putting on the rest of the community, mostly wage 
workers like themselves, or on farmers—who, in the last 
analysis, are no less wage workers. This seems to me to call 
for a greater integration of policy in the whole labor move- 
ment, so that particular crafts or groups will not be seeking 
to promote their own advantage at the expense of other 
workers. This idea of union members’ responsibility has 
been powerfully stated by two union groups, and I believe 
their words will carry more weight with you than anything 
that I might say. 

In the United Rubber Worker for May 1946, President 
L. S. Buckmaster said: 


Industrial labor in America has emerged from a state 
of helpless, spineless submission and from the status of 
second or third rate citizenship to a position of power 
and influence in this country. . . . Now that Joe Worker 
has become a first rate citizen and a power in the com- 
munity, he must make sure that he behaves as a first-rater 
should behave. He must accept this thing that we call 
responsibility. He must adjust himself to fit in with this 
whole scheme of things sometimes referred to as society. 
He must learn to be tolerant lest he become a tyrant. He 
must be unselfish lest he be classed as an exponent of 
greed. He must play life’s game according to the rules 
lest he be banned as a menace to the other players. 

In other words, we must use this new-found power of 
ours in a clean and decent manner if our unions are to 
survive. That does not mean that we should revert back 
to our old position of spinelessness. It means that we must 
begin to mix a higher percentage of intelligence and moral 
courage into the batch than we used to do. The end re- 
sult of this sort of mixture will be a product of finer qual- 
ity. It will look better and wear longer, as the advertiser 
would say. It will give you a union that fills your needs 
and makes you proud to be a member of that union. 


And two years earlier, the International Brotherhood of 
Paper Makers, after an elaborate special study of union 
problems, reported : 


Wages in the paper industry as a whole have been com- 
paratively high since it first became one of the organized 
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industries. Although many believe our wage rates are not 

as high as they should be today, the paper industry is still 

a high wage industry. Average annual earnings rank high 

among all other industries on the North American Conti- 

nent. Many professions, even in these war times, are not 
providing comparable earnings. There are today many 
millions of employees of other industries earning 40¢ an 

hour and less... . 

When unions fight for wage increases, with a blare of 
trumpets, they are fighting for something for themselves 
only. The public doubts it is going to benefit from the 
fight, and often is worried lest any increase will be passed 
on to them in the form of increased prices. 

A reduction in the cost of living should benefit the pub- 
lic as well as the members of the union. Should unions 
put up a determined fight to get the cost of living down, 
they would have the public in their corner, cheering them 
on. If unions win, the public wins also. 

It was not strange that when labor undertook to correct 
the abuses of early industrialism through union organization, 
it relied exclusively on militant methods—on trying to get 
as much strength as the employer, or even more strength. 
That was the only tool at hand—and a perfectly proper 
tool for establishing the institution of collective bargaining. 
But the time was bound to arrive when unionism, through 
its organizing ability supplemented by the political resort 
to government aid, should catch up with and might perhaps 
even pass capitalistic organization in the race for power. 

I suppose that if we could get an absolute equilibrium 
of size, strength, and skill between the two parties, that con- 
dition might assure that wage contracts from then on would 
reflect a true economic equilibrium. But the attaining and 
maintaining of any such precise equality of bargaining power 
is the purest figment of a theorist’s imagination. What actu- 
ally takes place is an endless and destructive struggle of each 
party to get a little bigger than the other—or a little stronger 
—or a little more deeply entrenched in government protec- 
tion. In all probability, the end of that struggles would 
be marked by the trading of independence and private enter- 
prise for complete paternalism and bureaucratic control. 

This would mean the end of unionism and, I fear, the 
beginning of totalitarianism. To avoid such a disaster, it 
would seem imperative that both labor and management 
abandon the race for each to get strong enough to beat the 
other and that, instead of gang fighting, they adopt in good 
faith the method of collective adjustment of the economic 
process in which they are both partners. 


MAXIMUM PropucTION OuTLAWs RESTRICTIONISM 


My second proposition is that restriction of production 
must be definitely opposed and not even silently condoned 
by organized labor if the great objectives of the Employment 
Act of 1946 are to be achieved. We could have all those 
able and willing to work actually on the pay roll and even 
employed 40 hours a week and still not attain “maximum 
production and maximum purchasing power’ if the brick- 
layers were only laying 300 or 400 bricks per day, if the 
painters insisted on narrow brushes and no spray guns, and 
if we had to march a band in to stand by every time a juke 
box played or a high-school orchestra tuned up. Feather- 
bedding and every make-work or work-spreading policy of 
unions is based on a fear that there won’t be enough work 
to go round. On the other hand, the whole philosophy of 
the Employment Act is that there shall not merely be a full 
number of jobs but that workers shall work at high effi- 
ciency so that real wages or purchasing power shall be raised 
until a point is reached where people prefer more leisure 
rather than additional goods. The only limitation that 


would be acceptable would be in adjusting the length of the 
work week to the level of high productivity—not low con- 
sumption. 

It is a matter of common knowledge that there is also 
a restrictionism on the part of employers. It is no less 
prevalent than that of labor and no less threatening to the 
objectives of high production and purchasing power. Pro- 
ducers match workers’ fear that there won’t be enough work 
to go round with their own fear that there won’t be enough 
market to go round. This leads to curtailment of output 
in order to support price instead of simply guiding full pro- 
ductive effort into those channels which reflect consumers’ 
relative preferences and then accepting the price that bal- 
ances that supply with the demand available when employ- 
ment is sustained. 

Now in fact there is enough work to go round and enough 
market to take the full product if only we poor ever-strug- 
gling and often stupid agents of the business process would 
just relax and woo rather than coerce the price-making and 
Wwage-setting process. So you see I get back again to my 
basic proposition that economic adjustment via collective 
bargaining has to become an engineering matter strictly on 
the scientific up-and-up if we are not to get ourselves again 
into a stalemate and force the resort to authoritarian settle- 
ments. This may quite possibly be the last chance for volun- 
tary bargaining in the private market. 


Is THE OUTLOOK BrIGHT or Dim? 


Probably some of you are beginning by now to feel a little 
impatient with me. You may accuse me of being a bureau- 
crat who lives in an ivory tower or a professor content “‘to 
lecture on navigation while the ship is going down.” To 
this latter jibe, 1 might reply (1) that the good ship America 
is not going down, and (2) that sound practical knowledge 
of the principles of navigation will do a lot to bring her to 
the ports we seek as our journey continues. 

Even so, I daresay you are primarily interested in the 
wage demands you are about to present to the railroads and 
on the likelihood that you can in the end get the “pattern 
settlement” of “a buck a day” or perhaps of 15 cents an 
hour. Secondarily you are no doubt interested in whether 
the level of prices or the cost of living is headed up or is 
likely to remain stationary. As a third issue you are prob- 
ably wondering whether there is going to be a recession of 
enough magnitude to affect railway business seriously and, 
if so, how long it will last. And then what? 

Well, I am not going to indulge in any specific forecasts 
or record any detailed prophecies. I don’t know whether 
you are going to get to ride in the 12)4-cent surrey with the 
2'¥%4-cent fringe on top. But in your own interest as em- 
bedded in the economic interest of the country as a whole, 
I shall hope that you will seek and win the settlement which 
adjusts your wage rate most equitably within the total price 
structure and your wage level in best equilibrium with prices 
and transportation charges as a factor in manufacturing 
costs, market prices, and consumers’ cost of living. 

As an economist—a wealth engineer—I cannot but deplore 
the way in which we have allowed ourselves in the last few 
years to drift into the acceptance of over-all formulas and 
pattern settlements. And this applies to 10 per cent price 
cuts “across the board” just as much as to “pattern” wage 
increases. This kind of thing is definitely alarming to an 
agency like our Council which is devoted to the attainment 
of true economic stability in the nation’s economic mechanism. 
The mechanics adjusting a machine don’t say that, just be- 
cause one nut needs to be tighteneded by 114 turns, all the 
other nuts must or can be tightened by the same amount. 
Some may need to be loosened. The only sound question is: 
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Why is the present adjustment wrong and what will happen 
if we put on more pressure or less? 


As to the cost of living, I don’t know just how that line 
is going to run either. But I believe that there is solid 
vround for relief in the way in which union negotiators and 
employers have been able to get contracts without strikes and 
in the present prospect that the dreaded wage-price spiral 
will not get out of hand in a process of runaway inflation. 
Frankly, I see real hope that the tide of inflation is being 
stopped and that we shall see a flood of efficient production 
engendering market competition that makes more goods avail- 
able to more people at distinctly lower prices. 


And so to the third question: Are we headed for a re- 
cession or depression that would cut railway traffic seriously, 
and hence employment? Well, that is the kind of thing the 
Employment Act of 1946 is designed to prevent. But it will 
not achieve that end except through the intelligent and de- 
termined participation of organized labor, of corporate man- 
agement, and of farmers and their associations. 


Why should we not have sustained prosperity? We have 
“the makin’s.” To be sure, the war imposed some drain 
upon our natural resources and some impairment of our 
manpower—beyond the losses we regularly sustain even dur- 
ing four years of peacetime operation. On the other hand, 
it stimulated industrial training and important additions to 
our industrial plant even after allowing for those types of 
building and equipment that were adapted only to military 
uses. ‘There can be little doubt that the productive poten- 
tial of the United States today is higher per capita than it 
has ever been before. We still have intact our system of 
democratic government and free competitive enterprise which 
we believe provide an independent, ambitious, and intelligent 
people the greatest opportunity for putting their powers into 


productive effort and thus producing for themselves a living 
on the highest possible standard. 

In terms of opportunity, then, I do not see how any one 
of us can feel that the economic prospects of this country 
are other than bright. The real question is: Are we bright? 
Are we smart and tolerant and well disciplined enough to 
work together in a democratically organized program to 
realize those productive possibilities ? 

The prime purpose of the Employment Act of 1946 and 
the objective to which the work of the Council of Economic 
Advisers is to be directed is to secure the highest real wages 
—that is, the largest package of goods and services—for all 
the men and women “able, willing, and seeking to work.” 
The rewards are to be as nearly as possible in proportion to 
the true productive value of their several contributions. But 
as I have said before, that end cannot be accomplished unless 
every individual and every organization within this complex 
an interrelated system is willing to accept the verdict of the 
most scientific means of measuring productivity that can be 
devised, and to foreswear the struggle to force a settlement 
in its own favor regardless of the consequences to the deli- 
cately adjusted machine of which it is a part. 

If I understand the Employment Act of 1946 correctly, 
it declares more specifically than this government has ever 
before declared its policy for the continuance of a system of 
free competitive enterprise. It likewise declares more spe- 
cifically than ever before the intention on the part of the 
government to take these complementary lines of policy and 
action which are necessary to sustain a high level of national 
production and employment opportunity. In so far as that 
dual system of economic life succeeds, we shall attain the goal 
of maximum purchasing power for those who work with 
hand and brain in the mines, forests, fields, workshops, and 
offices of the Nation. 


The Business Outlook 


SHORT -RUN AND LONG- RUN 
By SUMNER H. SLICHTER, Lamont University Professor, Harvard University, Cambridge, Mass. 
Delivered before the National Association of Mutual Savings Banks, Boston, Mass., May 6, 1947 


HE most immediate problem confronting the economy 

is whether the predominant influences at the present 

time are inflationary or deflationary. For some months 
an increasing number of economists and businessmen have 
been predicting a business recession or correction in the near 
future. Some forecasters expect unemployment to exceed 6 
million or more by fall. 

The believers in an early economic recession stress the 
fact that inventory accumulation has been going on at a 
rapid rate. During the latter half of 1946, inventories were 

‘+ on annual rate of nearly $10 billion, according 
to the estimates o1 the Department of Commerce. Indeed, 
about one-fourth of all capital formation was said to be 
going into inventories. The increase in inventories could 
not go on indefinitely. When it ceases, there will be a 
drop in investment spending which in turn will mean a drop 
in consumer incomes or an increase in the supply of finished 
goods or perhaps something of each. The prospective rise 
in the supplies of finished goods relative to incomes leads 
many forecasters to expect a more or less serious weakening 
in prices. This weakening, it is said, will lead to postpone- 
ment of commitments and cumulative contraction in produc- 
tion and employment. 


~- 


rhe believers in an early recession reinforce arguments 





by pointing out (1) that prices have risen rapidly since last 
summer, (2) that the price structure contains many 
abnormal relationships, and (3) that many of the most 
urgent accumulated needs for goods have been satisfied. 
Believers in an early recession are convinced that many prices 
are high enough to arouse considerable resistance on the part 
of buyers and to lead many persons to postpone buying 
in anticipation of lower prices. Some prices have risen far 
more than others since the beginning of the war. These 
out-of-line prices are particularly likely to encounter resist- 
ance from consumers. As the more urgent accumulated 
demands are satisfied, the importance attached to goods rela- 
tive to prices will rise. This will mean steadily increasing 
resistance on the part of consumers. When the out-of-line 
prices fall, the decline is likely to be contagious. 


II 


The assumptions upon which the forecasts of an early 
recession rest contain important elements of truth. Sooner 
or later the accumulation of inventory will end. Further- 
more, there can be no doubt that the recent rapid rise in 
prices and the abnormalities in the price relationships have 
weakened confidence in prices and have induced caution in 
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buying. It does not follow, however, that an early business 
recession is inevitable. There are three principal possibilities : 


1. The increase in the supply of finished goods relative 
to incomes or the drop in the importance attached to goods 
relative to money may produce serious weaknesses in prices 
which, in turn, will produce postponement of commitments 
and still further weakness in prices. Obviously, this process 
could easily produce a moderately severe recession. 


2. The increase in the supply of finished goods relative 
to income or the drop in the importance attached to goods 
relative to money may occur so gradually and may produce 
such a slow decline in prices that no postponement of buying 
occurs. Hence the economy may adjust itself in an orderly 
fashion to the increase in the supply of finished goods rela- 
tive to incomes and to the drop in the importance of goods 
relative to money. 


3. The increasing availability of finished goods which 
follows the end of the accumulation of inventories and the 
restoration of normal balance between the several stages of 
production may positively stimulate expenditures with the 
result that no drop in prices occurs. A substantial quantity 
of orders in many lines have been held back because deliveries 
were too uncertain and difficult. Hence increases in the 
supply of goods may actually stimulate demand for them. 


Ill 


Which of these three principal possibilities is most likely 
to occur? Is the demand for goods—industrial equipment, 
construction, and consumer goods—strong enough and the 
backlog of unsatisfied demand large enough so that an 
increase in the supply of finished goods relative to incomes 
is not likely to produce serious weakness in prices and a 
postponement of commitments? Let us examine first the 
demand for industrial equipment, then the demand for con- 
struction, and finally the demand for consumer goods. 

1. The demand for producers’ durable equipment. The 
accumulated needs for producers’ durable equipment are very 
large. Indeed, during most of the time since 1929 there has 
been very little net capital formation. During the last 
quarter of 1946, however, expenditures on industrial equip- 
ment were at a high rate—7.6 per cent of the gross national 
product in comparison with about 6.5 per cent during most 
of the twenties. The Securities and Exchange Commission 
and the Department of Commerce have recently forecast 
that expenditures of business, exclusive of agriculture, for 
equipment and plant will be at a slightly lower rate during 
1947 than during the last quarter of 1946. If this is true, 
expenditures on industrial equipment cannot be expected to 
offset the drop in expenditures for inventories. 

The estimates of the Securities and Exchange Commission 
and the Department of Commerce have been quite conserva- 
tive and have tended to run moderately below reality. Thus 
far expenditures on equipment have been limited in many 
cases by difficulties in obtaining it. Perhaps the principal 
reason for expecting that expenditures on equipment may 
increase above the last quarter of 1946 is that deliveries will 
occur more rapidly. As they occur and as enterprises obtain 
the benefit of lower production costs for the use of new 
equipment, they will tend to increase their outlays for it. 
The rising wages of production labor will also tend to stimu- 
late purchases of industrial equipment. If the recession in 
business which many people expect were to occur, some 
expenditures on equipment would undoubtedly be curtailed. 
No one, however, seems to expect a long recession. Further- 
more, equipment is badly needed to help enterprises produce 
goods. Consequently, expenditures on equipment should be 
less affected than usual by a drop in general business. All 


in all, I am inclined to take a somewhat more optimistic 
view of public expenditures on equipment than does the 
Securities and Exchange Commission and the Department 
of Commerce. Nevertheless, in view of the high rate of 
expenditures on equipment at the present time, one should 
not expect great help from the rise in these expenditures 
in offsetting a drop in the outlook for inventories. 


2. The demand for construction. Contract awards dur- 
ing the first three months of 1947 were only about 20 per 
cent above the corresponding period of last year. This dis- 
appointing start has led the Department of Commerce to 
reduce by about one-fifth its estimate for expenditures on 
new construction during 1947. The revised figure is $12 
billion to $13 billion—an increase of about one-third above 
the seasonally adjusted annual rate during the last quarter 


of 1946. 


The anticipated volume of construction, if maintained, 
would help substantially to offset the drop in expenditures 
on inventories. Nevertheless, the rate must be regarded as 
unsatisfactory. It would be only about 6 per cent of the 
gross national product in comparison with 8.1 per cent in 
1929 and even higher percentages during the middle of the 
twenties. 


Construction is hampered by high building costs and even 
more uncertain building costs and by shortages of materials 
which make the time required to complete a project virtually 
unpredictable. If the building industry were to operate 
only on the scale forecast by the Department of Commerce, 
some drop in construction costs from present levels would 
undoubtedly occur. Materials would certainly be more 
rapidly available. This would help reduce costs of produc- 
tion and, even more important, would make the costs more 
predictable and the time required to complete projects more 
predictable. Reductions in production costs may be expected 
to result from improvements in the experience of the super- 
visory and work forces of contractors. Much construction 
last year was done with new crews or recently re-established 
organizations which had not had time to develop normal 
efficiency. 


Will improvements in the conditions of construction stimu- 
late expenditures on building or will they induce postpone- 
ment of an ever-increasing number of building plans in 
expectation that building conditions will improve even more? 
This question indicates one of the most important uncer- 
tainties in the business outlook. My guess is that residential 
construction will be slow in responding to lower and more 
certain production costs. Industrial and commercial build- 
ing, however, is another matter. The growing availability 
of industrial equipment increases the attractiveness of new 
construction ta business concerns. Rising labor costs increase 
the gains of getting goods made under conditions which are 
highly favorable for labor efficiency. The enterprise which 
gets new plants completed ahead of its rivals often gains 
important competitive advantages. In view of the great need 
for industrial construction and the large quantity of indus- 
trial construction planned for the next few years, no one 
should be surprised at a fairly quick and substantial response 
of commercial and industrial construction to lower costs and 
more predictable conditions. 


3. The demand for consumer goods. During the last 
quarter of 1946 consumers spent about 88.5 per cent of their 
incomes after taxes for goods. This was virtually as high as 
the pre-war norm which was that about 89 per cent of in- 
comes after taxes were spent for consumer goods. Does this 
mean that there will be no further increase in expenditures on 
consumer goods? By no means. A larger part of incomes 


after taxes will probably be spent on consumption, and in- 
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comes themselves may well rise. In view of the great in- 
crease in taxes since 1940, the proportion of incomes after 
taxes which is saved will probably decline. This means that 
the proportion spent on consumer goods will probably in- 
crease—to 91 per cent or 92 per cent of incomes after taxes. 
That would indicate that at the incomes of late 1946 con- 
sumer expenditures may be expected to rise $2 to $3 billion 
a year above the rate of the last quarter of 1946. 

So great are the still unsatisfied needs for consumer goods 
and so large are the personal holdings of cash and bank de- 
posits relative to incomes that a further increase in consumer 
incomes may well occur. Incomes, of course, are already 
above the last quarter of 1946. It is true that the accumu- 
lated needs for a few varieties of consumer goods, such as 
shoes and some articles of women’s apparel, seem largely to 
have been met. ‘The accumulated needs for many kinds of 
non-durable goods, however, will not be met until late in 
the year. The shortages of durable consumer goods are 
enormous and several years will be required to make them 
up. Automobiles furnish a good illustration. At the end 
of 1946, the United States had 2.5 million fewer passenger 
automobiles than at the time of Pearl Harbor. In the mean- 
time, the population of the country had risen over 5,000,000 
and real per capita incomes had increased by 25 per cent. 
It is safe to say that every automobile which can be made 
this year will be promptly sold. Household goods are an- 
other example of large accumulated needs. There has been 
an increase of nearly 4 million in the number of families in 
the United States between 1940 and 1947. Even during 
1947 the number of families is expected to increase at far 
more than the usual rate. Many of the recently formed 
families have had little opportunity to buy household goods. 
As for personal holdings of currency and bank deposits, these 
increased 3.6 fold between June, 1940 and June, 1946. 
During the same period the incomes of individuals after taxes 
slightly more than doubled. One should not expect people 
to spend their personal holdings and cash and bank deposits 
at prewar rates. Nevertheless, the fact that these holdings 
are very large relative to incomes indicates that increased sup- 
plies of goods are likely to be met with larger expenditures. 

What is the conclusion concerning the short-run business 
outlook? Certainly business prospects are far more uncer- 
tain than they have been in many months. An early end to 
inventory accumulation seems to be in prospect. The earlier 
it comes, the better. It will bring (1) a drop in expendi- 
tures of business concerns for inventories and (2) a rise in 
the supply of finished goods. The fact that expenditures on 
industrial equipment are already at a high rate makes it 
doubtful that there will be a rise in these expenditures to 
help offset the drop in expenditures on inventories—though 
some rise may occur. High and uncertain costs of construc- 
tion and the poor performance of the construction industry 
in meeting time schedules make it uncertain that a rise in 
expenditures on construction will contribute more than a 
moderate amount to offsetting the drop in expenditures on in- 
ventories. Certainly high and uncertain construction costs 
must be regarded as a serious weakness in the general busi- 
ness situation. I am somewhat more optimistic on the out- 
look for construction than many forecasters—perhaps than 
most forecasters. The brightest spot in the business outlook 
is the large unsatisfied demand for durable consumer goods. 
Here is the most promising source of an increase in expendi- 
tures to offset the drop in expenditures of business concerns 
for inventories. If consumer buying of durables causes the 
business situation to be better than many businessmen antici- 
pate, expenditures of business enterprises for industrial equip- 
ment and commercial and industrial construction may be 
promptly increased. 


IV 

Let me now shift the discussion to some long-run matters. 
The American economy is by far the most productive in the 
world. With about 6 per cent of the world’s population the 
United States produces between one-fourth and one-third of 
the world’s goods. I wish to direct your attention to certain 
important long-run trends in the economy. 

1. The economy is very dynamic. For the last severity 
years, physicists, chemists, and engineers have been increasing 
from 10 to 14 times as fast as the gainfully employed. Nine 
times as much was spent on industrial research in 1939 as in 
1920. One consequence of the dynamic nature of the econ- 
omy is the rapid increases in output. In 1940 the average 
worker turned out 6 times as much per man-hour as in 1840. 
The increase has run about 2 per cent a year. The Twen- 
tieth Century Fund estimates that the gross national product 
in 1960 in terms of 1947 prices will be about $245 billion, in 
comparison with $194 billion in 1946 and in comparison with 
over $205 billion at the present time. This estimate is based 
on very conservative assumptions and is, in my judgment, 
too low—partly because the size of the workforce has been 
underestimated and partly because the increase in output per 
man-hour during the next fifteen years is likely to be greater 
than normal. A more realistic estimate of the gross national 
product in 1960 in my judgment would be about $275 bil- 
lion. It may be considerably more. 

2. The economy makes an ever-increasing use of capital. 
This is a result of the discoveries of technology. The pre- 
ponderant type of invention—the labor-saving invention—is 
the kind of invention which enables one worker to manage 
more and more apparatus, bigger machines and more ma- 
chines. During the last 60 years capital per worker has 
been increasing at the rate of 2 per cent a year, which means 
that it has been doubling every 40 years. It was three times 
as large in 1930 as in 1880. 

The country is very short of capital at the present time. 
During most of the last seventy years there has been a fairly 
constant ratio between the amount of industrial capital (ex- 
clusive of land) on the one hand and the output of private 
industry. Industrial capital has been about twice as large as 
the annual privately produced income. There may be a slow 
tendency for the amount of capital relative to income to de- 
cline. In 1922 capital was 1.8 times the annual privately 
produced output of industry, in 1938, 1.6 times. During 
most of the time since 1929, however, as I have pointed out, 
there has been very little net capital formation. As a result, 
private plant and equipment in 1946 were virtually no 
greater than the output of private industry. 

Perhaps the country, as a result of its war experience, has 
learned to use capital more intensively. If the ratio of capi- 
tal to output returns almost to the pre-war figure, the country 
would need nearly $71 billion more industrial capital at pres- 
ent prices. 

Another, and somewhat more satisfactory way of testing 
the shortage of capital is to examine capital per worker to- 
day as compared with prewar. In 1940 private capital per 
worker (exclusive of land) at present prices was about 
$3900. At the present time it is about $3100. To restore 
capital per worker to the 1940 level would require nearly 
$43 billion. Capital per worker has been growing at the rate 
of about 2 per cent a year. At the normal rate of growth 
capital per worker today ought to be about $4500. This 
indicates a shortage of about $75 billion. The true shortage 
of capital is probably somewhere between a minimum of $43 
billion and a maximum of $75 billion. This shortage is not 
clearly apparent because the country has more machines in 
operation today than in 1940. For most of the time since 
1929, however, plant and equipment have been wearing out 
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faster than they have been replaced. Hence in terms of un- 
used life of equipment capital per worker is less than it was 
in 1940 or 1929. 

The rise in the productivity of industry is likely to pro- 
duce a substantial increase in the demand for capital because 
it will greatly increase the number of persons who can afford 
homes. The number of families which have incomes of over 
$2,000 a year today, for example, is nearly three times as 
large as the number who had incomes of that amount (ex- 
pressed in present dollars) in 1935. The quality of Ameri- 
can housing has not yet been adjusted to the recent rise in 
the real income per family. 

3. The economy has a large and powerful labor move- 
ment. In fact the American labor movement is the largest 
and most powerful which the world has ever seen. Between 
13 million and 14 million workers are organized into over 
190 national unions. These organized workers include two- 
thirds of all workers in manufacturing, four-fifths in con- 
struction, four-fifths in mining, and four-fifths in transporta- 
tion. The community furnishes a friendly environment for 
the labor movement on the whole because over three out of 
four people who work for a living in this country are em- 
ployees. Hence the point of view of the community is in- 
creasingly an employee’s point of view. This point of view 
will express itself in laws and public policies, and will pro- 
foundly affect the management of business enterprises. 

The strong and aggressive labor movement creates a very 
strong probability that the long-run movement of prices will 
be upward. In the hundred years from 1840 to 1940 out- 
put per manhour in American industry rose roughly six-fold. 
Nevertheless prices did not fall. In fact the index of whole- 
sale prices in 1940 was 10 per cent higher than in 1840. 
There is an upward bias in the index. Hence there probably 
was a moderate fall in prices between 1840 and 1940. The 
conspicuous movement was an eight-fold rise during that 
hundred-year period in the hourly earnings of non-agricul- 
tural workers. In other words, the technological revolution 
had far more effect upon money wages than upon commodity 
prices. This happened during a time when the proportion 
of workers organized into trade unions was very small. 

If technological progress raised wages rather than reduced 
prices when unions were weak, what may one expect when 
unions are strong? ‘The engineers and managers will do 
much better than they have ever done before if they succeed 
in raising output per manhour as much as 3 per cent a year 
over a long period of time. Will trade unions be content 
with wage increases of only 3 per cent a year? If trade 
unions push up wages faster than the engineers and mana- 
gers raise output per manhour, one of two things will hap- 
pen. Either there will be a steady increase in unemployment 


until the bargaining power of unions has been reduced to 
such a point that they are unable to raise wages faster than 
managers put up output or there will be an offsetting rise 
in prices. In my judgment the community will insist upon 
the rise in prices. Hence the strong labor movement will 
probably mean that the long-run trend of prices will be 
upward. In fact prices may have to rise from 20 per cent 
to 30 per cent every decade in order to compensate for the 
ability of trade unions to raise wages faster than the engi- 
neers and managers can raise output per manhour. This 
would obviously greatly complicate the problem of provid- 
ing for one’s retirement or for protecting one’s family in the 
event of death. Perhaps the result will be a national wage 
policy for the purpose of controlling the results of collective 
bargaining—relating the increases in wages closely to the 
overall increase in output per manhour. 


V 


During the next generation the performance of the Amer- 
ican economy will be compared with the performance of the 
Russian and European economies. This comparison should 
be good for us. I have great confidence in the ability of the 
American economy to raise output per manhour faster than 
any other economy. The American economy has the tremen- 
dous advantage of possessing 3.5 million business enterprises 
outside of agriculture and about 6 million in agriculture. 
This means that the American economy has nearly 10 mil- 
lion places where innovations may be authorized and where 
experiments may be tried. No regimented economy can hope 
to compete in dynamic drive with an economy which pos- 
sesses nearly 10 million centers of initiative. One may expect 
the American economy to solve the problem of production far 
more effectively than any other economy. The judgment 
which is passed on the economy of the United States in com- 
parison with other economies will depend in the main, I 
believe, upon how effectively the United States deals with 
three great economic problems which confront it. These 
problems are: 

1. How to develop international economic policies which 
fit the political responsibilities which the United States is 
assuming in the world today. 

2. How to develop cooperation between the 14 million 
organized workers on the one hand and management on the 
other. 

3. How to operate the economy with stability, avoiding 
the violent ups and downs which have characterized the econ- 
omy in the past. 

If the United States successfully solves these three great 
problems, it need not fear comparisons with any other eco- 
nomic systems of the world. 


“A Financial Adviser Looks at the 
United States” 


STOP DRIFTING, SET UP A PROGRAM 
By ARTHUR N. YOUNG, San Marino, Cal., Former Economic Adviser to the Department of State 


Former Financial Adviser to the Governments of China, Honduras and Mexico 


Delivered before the Economic Club of Detroit, Detroit, Michigan, March 31, 1947 


Detroit in nudging Philadelphia for third place 
among the cities of this country, I am being made, in 

my stay here, to feel very much among friends. 
I am reminded by inversion, and I would emphasize that 


A S one coming from Los Angeles, which is a rival of 


— 





word, of an incident that took place in my boyhood. My 
father was a preacher. We had the custom of having each 
member of the household repeat a verse from the Bible every 
evening at dinner. On a certain occasion, one of my younger 
brothers, who is now a professer in one of our universities, 
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was being punished for some naughtiness. A small table was 
set up for him in the corner of the room. The time came 
for his verse. Sitting there where he was being punished 
at the little table, he gave the well-known verse from the 
23rd Psalm: ‘“Thou preparest a table before me in the pres- 
ence of mine enemies.” 

The reverse of that is true today. You most assuredly 
have prepared a table before me in the presence of my 
friends. I am very glad to be here. 

A financial adviser looking at a country should take an 
over-all view. He should try to see what is right with it, 
and be thankful for that, and what is wrong with it and 
what should be done about it. He should try to point out 
truths which, even though unpalatable, ought to be said, 
and to find out where the trends are leading. As one who 
has been outside of this country for most of the past seven- 
teen years, and outside of the controversies and the politics 
here, | may be in a position to have a detached view, but I 
hope not too detached. 

As a repatriated American I am proud to see how much 
is right with this country. My outstanding reaction on com- 
ing back here is our tremendous economic and financial 
power as compared with that in less fortunate countries. 
During the war our main territory suffered no attack, and 
we were not obliged to reduce our total civilian consumption. 
Here we have something like five per cent of the people of 
the world producing and consuming something like a third 
of the world’s goods. 

We can be thankful for our wonderfully rich resources 
being used by a skilled population, and not having too large 
a population. Our average family little realizes how high 
are its standards of living. In Chungking we were happy if 
we had a little running water once a day, a little electric 
light, enough to read by, and enough coal to heat a single 
room. 

The United States is unique in its economic and financial 
position. Looking at our position in relation to the world, 
there are two clear main lines of policy for our country, 
which I see, in economic and financial affairs. First, we 
should keep this country as sound as we can. Second, in our 
own interest, we should do what we can to help other coun- 
tries to become and to stay sound. It is impossible for the 
United States to be prosperous and secure in the long run if 
most of the rest of the world is unprosperous and in dis- 
order. How we should give effect to our interest in help- 


‘ ing other countries to become and stay sound is, of course, a 


complicated subject. 

When we look around at the disturbed financial condi- 
tions in other countries, we should not have the idea that 
the United States has an impeccable record of financial man- 
agement. Let me cite a few cases. During most of our 
history our banking system was weak and inefficient, and 
subject to periodic crises. From 1929 to 1933 the number 
of our banks was reduced from 24,000 to 14,000—and that 
decrease was not wholly voluntary. We had no budget sys- 
tem until 1921, though Great Britain, France and other 


countries had had budgets for generations. We have often - 


spent recklessly. For example, up to World War One our 
maximum expenditure for pensions was in 1913, which was 
fifty years after Gettysburg. Since the seventies we have 
been in trouble a good deal of the time from silver legisla- 
tion and other measures affecting our currency. In 1933 our 
monetary system practically broke down. Since then we have 
done quite a lot of monetary zigzagging, including a recent 
rise in prices which has been about the most rapid in our 
history. 

Last month I visited Honduras. I found that they had 
no serious financial problems. They were limiting what the 





government spent to the revenue that it took in. The 
national debt was less than a year’s income. They had very 
little inflation. Perhaps the United States should ask Hon- 
duras to lend it a financial adviser. 

While many of our ills have been due to wars and to 
things beyond our control, we can hope to do better in the 
future than we have done in the past. The problem is 
to make a correct analysis of these problems, to promote 
a wide understanding of basic truths, and to try to make 
the general national interest prevail over the special interests 
of pressure groups and cheap political interests. 

Now, let’s get down to some of the specific problems. We 
are facing a series of vitally important decisions in this 
country. Most of these come to focus in the budget, which 
is now very much to the fore. A generation ago our national 
income was 50 billion dollars, less than a third of what it 
is now. Our federal expenditure and our national debt were 
under a billion dollars each. The federal, state and local 
expenditure was less than 5 per cent of our national income. 
Now, with our income well over 150 billion dollars we are 
spending around 30 percent for government, and our debt 
is two hundred fifty times greater than that in 1914. 

Now, I am old fashioned enough to believe that the first 
duty of a government in ordinary times, as regards its 
finances, is to be sound. Are our finances sound? Can we 
handle a debt of 260 billion dollars? Can we afford to 
spend thirty to forty billion dollars yearly for the cost of 
government? The answer is that with a national income of 
150 billions and over we can carry a debt such as what we 
have, and if we tax accordingly we can spend something like 
what we are spending. 

But I am reminded of the back-woods legislator, who came 
for the first time to a meeting of the Legislature. He said, 
“T hear all this about sinking funds and floating debt. I 
don’t understand it. What we should have is a sinking debt 
and floating funds.” 

Clearly our Secretary of the Treasury and many members 
of Congress are right in saying that debt reduction should 
have priority over tax reduction. Fortunately we have a 
productive economy and machinery to collect a lot of 
revenue, and so we can cut our debt. If we do not do it when 
the country is prosperous and when everyone has money, we 
are sure to be in trouble when things are not going so well. 
Good times are not always with us. Our history shows 
alternating good and bad times. When next we are threat- 
ened with a bad period, there will be great pressure to try 
the spending cure to get out of the difficulty since the chief 
aim of the political members of our community is to stay 
in power. I believe that, Republican or Democratic, the 
voters will expect the Administration to try the spending 
cure, at least as one of the measures to cure a depression, 
and it is not likely that we can refrain from trying that. 

Now, as to what we can learn from the experience of 
other countries. The British debt after World War I was 
around eight billion pounds, which was about twice their 
national income. It was then much heavier for them than 
our:present debt is for us. Between the wars they could 
not reduce their debt. And so after World War II they 
turned up with a debt of over 25 billion pounds, which is 
now about three times their national income, and a far 
heavier burden for them than our debt is for us. 

As to many other countries whose debt runs into big 
figures, the debt problem is merged in the problem of infla- 
tion. These governments in order to finance the war, or 
some of them under enemy pressure, have been obliged to 
create bank credit in order to finance operations. As a result 
there has been so much buying power that prices have been 
bid up nearly ten times as in France, something like ten 
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thousand times in China, and billions of times as in Greece 
and Hungary before their currency revisions. 

We must pay very careful attention to the relation of our 
debt to inflation. During the war we increased our cur- 
rency, including the demand deposits of banks, from some- 
thing like 40 billion to 110 billions. The commercial banks’ 
holdings of debt grew from about 20 to 80 billions, and if 
we count the Reserve Bank holdings of debt, the holding 
by the banking system are now over 100 billions. 

Our price rise is due largely to what went on in connec- 
tion with the borrowing from the banks and the increase 
of our debt. The Treasury pointed out, in connection with 
the financial planning for 1944, that at 1943 prices, the 
available supply of goods to be bought by the consumers 
was something like 88 billion dollars, but that consumers’ 
income would run up to 135 billion. That is, there would 
be a surplus buying power of 47 billion. This surplus was 
over and above previous taxes. 

The president recommended that there should be addi- 
tional taxes of 17 billions. That led to an outburst of oppo- 
sition which, doubtless you can well remember. The 
Treasury then cut the estimates to ten and a half billions. 
But Congress further cut it to about one billion, which was 
all that was actually provided in new taxes. In letting so 
much new purchasing power get into our financial system, 
we asked for the inflation which we have been getting. 

The debt of 260 billion dollars is, of course, less burden- 
some at present than it would be if prices should fall. If 
prices should fall by a fourth, for example, the burden 
would be increased to the equivalent of something like 350 
billion dollars. Prices have fallen after great wars. 

For many reasons, therefore, it behooves us to set about 
reducing our debt without delay. The cuts such as are talked 
of, of three billion dollars, are not very great. As soon as 
circumstances permit, it would be much better to fix our 
sights higher, to something of the order of five to ten billion 
dollars a year, during good times. 

The economic problems of debt management are very 
dificult. They are being studied both by our government 
economists, and also by the Committee on Debt Policy, to 
which Mr. Crow referred, which is a very strong commit- 
tee and is doing excellent work. I strongly commend this 
series of reports, of which two have been issued, and of 
which there will be more, to your serious consideration. The 
immediate Treasury policy is clearly wise in retiring bank 
debt, to take debt out of the banking system, and in pro- 
moting the sale of savings bonds to the general public. As 
to interest rates, the problem is very complicated. The balance 
of advantage, I believe, is in moving toward a larger play 
of free economic forces, but at the same time taking care 
that there shall not be any sudden or drastic reductions in 
the price of securities, because the effects could be bad. 

Now, if the budget is to provide a surplus for debt reduc- 
tion, it is clear that revenues should exceed expenditures. 
Obviously the first principle is to cut the expenditures 
wherever it is wise and proper to do so. But where? First, 
there is danger of cutting in the wrong places. Leaders in 
both of our parties and in our military forces have called 
attention to the dangers of drastic cuts in the appropria- 
tions for the armed forces. With this principle, of course, 
it is difficult to argue. But at the same time everyone who 
has been in or who could observe our military forces in the 
War knows that there is plenty of room for greater economy 
and efficiency in their operations, and also that there is 
room for postponement of some programs. These matters 
should be considered in detail. International expenditures, 
also, do not compare as vote-getters with a few superfluous 
post-offices in the right places. Nevertheless, certain inter- 


national expenditures are very vital to the security and wel- 
fare of the United States. And care should be taken in 
cutting them. 

Now, as to where cuts can be made. A first priority, in 
time of inflationary conditions, obviously is to cut on public 
works, wherever possible. Certainly this is no time for the 
government to go out competing with private business for 
scarce goods and scarce labor. Also it does not make sense 
to carry out in time of high employment, a program that is 
intended to create employment. The country as a whole 
needs to fight the efforts of pressure groups and certain local 
political interests to fill the pork-barrel. Also since state 
and local finances are in general in a much better position 
than federal finances, it seems that apart from exceptional 
cases the states ought not draw money from Washington, 
but look after their own affairs. Also enterprises like the 
post-office ought to pay their own way. 

Then there are payments for the benefit of pressure groups. 
These range from such a racket as the buying of silver which 
we don’t really want, to support of prices in various lines 
and to export subsidies. We should get rid of all these as 
soon as commitments permit. These programs raise costs 
throughout the country, and help to make us a high price 
and high cost country, and to price us out of markets. Also 
it is inconsistent with our international policy of removing 
trade barriers and various obstacles to trade to sudsidize 
exports. We penalize exports if they come here when they 
are subsidized in foreign countries, and we are not in a 
very consistent position when we subsidize our own exports. 
Then there are such things as pensions and veterans’ bonuses, 
which we should carefully watch. The record of these has 
not been a very savory chapter in our national history, and 
we have a chance to profit by our own unhappy experience. 

Clearly the cost of general government needs careful over- 
hauling. Our government has “just grown,” like Topsy. 
A good procedure to go into that would be through a strong 
bi-partisan commission representing Congress, the Executive 
and the public, and the results of such studies ought not to 
be pigeon-holed, but should have action. 

Before World War I we were spending about 700 million 
dollars a year. We talked then in millions. We didn’t talk 
in billions. After World War I it went up materially, and 
by the period before the recent war we were spending about 
8 billions a year. This is equivalent to about 14 billions at 
present prices. So the president’s request of 37% billion 
dollars is something like two and a half times the real level 
of spending before the War. 

A good practical objective in the first instance would be 
to get back to something like twice the real level of spend- 
ing before the war, say, something like 28 billion dollars, not 
including emergency international expenditures and debt 
reduction. 

Now, as to taxes. The weight of taxes is obvious to all 
of us. It is very clear that taxes ought to be reduced just 
as soon as feasible. But this is hardly the moment to reach 
a decision on that important question. First, we should not 
reduce tax yield in the face of inflations and a large pur- 
chasing power in the hands of practically the entire com- 
munity, when inflationary forces are as strong as they have 
been and are. Also there is the uncertainty of emergency 
expenditures, especially international. And there is the need 
to reduce the national debt, which should be felt by all of 
us, to get in a sounder position than we are now in. Finally 
the revenue estimates are made for the year ending in June, 
1948. If in the meantime we should have something of a 
recession—and no one can say we shall not—we might run 
into a deficit instead of a surplus. 

In any case the postwar period is the time for a major 

































502 


Vital Speeches of the Day 





overhaul of our tax system. This is a complicated subject, 
but some of the things that should be included in that pro- 
gram are: 

Abolition of excise taxes, which are regressive and burden- 
some, excepting those on liquor, tobacco and gasoline. 

A cut in income taxes as soon as conditions permit, includ- 
ing a reduction of heavy rates on higher incomes, so that 
we may encourage incentive and the intelligent taking of 
risks. 

There should be readjustment of relations between indivi- 
dual income taxes and the corporation taxes, to avoid dupli- 
cation and to shift more of the burden to a properly 
constituted individual income tax. 

There should be readjustments to encourage enterprise, 
such as spreading unusual gains and losses over longer 
periods, and adjustments to avoid some of the uneconomic 
effects of the capital gains tax. 

There should be as much stability as possible in the tax 
system, with changes mainly in the rates of individual income 
tax. 

And finally, better coordination of national, state and local 
taxes. 

Now, sound public finances are not enough. In 1835 we 
paid off our national debt completely. Yet two years later 
we had one of the worst depressions in our history. In the 
twenties, just before our great depression, we had sound 
public finances. So it is clear that sound public finances in 
themselves will not prevent a depression, and that we must 
take other measures to deal with that problem. 

For the future it will be imperative to avoid deep depres- 
sions. First, there are the direct serious effect on our peophe. 
Secondly, the international effects. The United States has 
become the financial and economic hub of the world, and 
if we have a real depression—and I want to make it very 
clear I do not think that a really serious depression is now 
in sight—if we should have at some time in the future a 
serious depression, the effects would radiate in all directions 
all over the world, and bounce back on us. There would be 
very serious repercussions in promoting the spread here and 
abroad of totalitarianism. 

Karl Marx predicted a long time ago that depressions 
would cause the eventual breakdown of the capitalistic sys- 
tem, and his present-day followers heavily rely upon this 
as one of the main events that will help to introduce the 
world-wide system of beneficent communism, as they view it. 

So those of us who believe in the free enterprise system 
will not find it safe merely to take refuge in letting things 
take their course, which would not be done in any case if 
we had a depression, or to take refuge in opposition to what 
many people denounce as “planning.” We must have a plan. 
If we don’t want to call it a plan, call it a program, of the 
measure that ought to be taken to avoid the development 
of really serious depressions in this country. 

It is no good to say that we ought not to tamper with our 
economic system. In times of stress we tampered with it 
plenty. We will tamper with it again, if such a time of 
stress comes. So what we should have is a well considered 
program of the measures that ought to be taken. What 
we need is a better understanding of the causes and the 
nature of these economic cataclysms; and a program of mea- 
sures that are suitable for action. We should learn to recog- 
nize the symptoms, such as appear in advance, so as to be 
prepared. 

It is not practicable here to discuss a program of meas- 
ures. It is reassuring to know that they are being carefully 
studicd by our best people in Washington, and also by many 
economists, and by strong groups such as the Committee 
for Economic Development. I shall merely say, by way of 


illustration and analysis of the problem, that about three- 
fourths of our national income is used for consumers’ goods 
and the costs of government. These expenditures do not 
vary much. The real variation comes in the remaining one- 
fourth, which is spent for durable consumers’ goods, such 
as automobiles, and for capital investment. It is the varia- 
tions in this that give rise to the big swings and cause a 
great deal of trouble. The question is not only what 
government should do, but what business can intelligently 
do for itself. This problem is being studied by business 
organizations; and clearly, business should do what is can 
do itself to meet these problems. Government measures that 
we may mention may include the timing of desirable public 
works, and these do not include leaf-raking, to expand them 
in times of economic decline; and recognition also that the 
budget need not inevitably be balanced in the really bad 
years, provided that there is a corresponding surplus to make 
good the deficit as soon as the country comes out of the 
depression. And also there is the possibility of varying the 
income tax with a view to its effects on consumer demand 
in good and bad times. 

Now we come to the question of what the United States 
can and should do in its own interest to help other countries 
to return to soundness and to stay sound. Clearly there the 
first thing we should do is to keep sound ourselves. If we 
keep our production high we can do a lot for the rest of the 
world through the ordinary processes of trade and invest- 
ment. This country has a vital world effect as a buyer of 
other countries’ goods and services. It is also a producer, 
which can help to supply them with the things which they 
need. Financially speaking, our dollar is the world’s mone- 
tary standard, and it makes for greater difficulties through- 
out the world if our currency gyrates as it has been doing. 

There are two extreme views as to what we ought to do 
besides keeping sound ourselves. The first, that we should 
do nothing, is pretty well discredited. We tried out the 
isolationist approach in our international affairs, and we 
know that it failed. The other view, the other extreme, 
of a quart of milk daily for each Hottentot, is clearly like- 
wise discredited. Foreign peoples want the opportunity to 
produce. They don’t want to live off our bounty. We 
should do what we properly can to help to provide them 
the opportunity to produce. There is a middle course 
which we may follow. 

First we should realize that the war stricken countries 
have suffered very severely. If we haven’t seen it ourselves 
we find it hard to realize how difficult it is for them to 
come back. Over most of the world today the uppermost 
thought of most of the people is whether they are going to 
eat. In China, where I was during most of the war, I saw 
Chungking, with nearly a million people, bombed to pieces 
and then rebuilt. I saw Shanghai, Canton and Hankow— 
great cities—suffer severe partial destruction; and many 
lesser cities wiped out. China lost nine-tenths of its shipping, 
and a large part of its railways were destroyed. | 

Besides physical destruction there is in these countries 
grave intangible destruction. There is malnutrition, sickness, 
discouragement and strain. The Government and business 
organizations have been scattered through the war, and it 
is hard to bring them together again. Inflation is demoraliz- 
ing, making it very hard for any government to govern 
well and forcing people to become speculators. These condi- 
tions promote discontent and lead to calls for radical action. 

We should be sympathetic in our judgment of these coun- 
tries, because they are so badly off. We cannot expect a 
man who has been knocked in the head and suffering from 
fever to be fully efficient. 

Now, our action, I believe, should be primarily economic. 
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This falls under two heads. The first is temporary help 
to tide them over their present difficulties until they can 
become productive. And the second is to help to provide a 
working world-wide system of international trade and 
finance. We should base our action on the premise that the 
Communistic system cannot prevail, either by force or by 
blandishments, against the rest of the world if the rest of 
the world is free and reasonably prosperous. That is our 
safest premise. 

Many of our people are worried lest our aid be like pour- 
ing water down a rathole. Of course we are against that. 
Our aid obviously must be constructive. This includes in 
the first instance helping to provide for the countries in 
extreme need of consumption goods to help to maintain min- 
imum working health. It is equally important that these 
countries get to be going concerns at the earliest possible 
moment. Now, to do that it isn’t merely a question of 
help from us. Fundamentally it depends upon a major effort 
on their part. Of course, we cannot confer prosperity upon 
them. It is up to them to help themselves by taking the 
necessary internal action to restore as far as they can their 
trade and their finances. 

We should contemplate temporary programs of construc- 
tive help. The need for aid should taper off. ‘How long it 
will take for these countries to come back is hard to say. 
After the First World War it took from one to six years. 
Even though the world has suffered more severely now, it 
should be possible, learning from our past experience and 
with a proper constructive program, to do the job in a com- 
parable time. The aim is to get these countries back to going 
concerns just as soon as we can. 

Mr. Crow asked me to touch particularly on a subject 
which is now so much in all of our minds—the subject of 
assistance to Greece and Turkey, as called for by the presi- 
dent in his message a few weeks ago. I personally feel that 
there is no good alternative to giving help to these countries 
of the constructive kind that I have mentioned. 

Greece is in terribly bad shape; as bad shape as almost any 
country. Its people are not in favor of Communism; about 
85 per cent of them voted for the moderate government 
which is now in control in that country. The country clearly 
needs help. I think it will be in the interests of the United 
States to give economic help to these countries under well- 
considered programs, constructive programs, and under 
supervision of well-qualified experts. No doubt we shall send 
a group of qualified experts to these countries if we approve 
these proposals, including experts in railways, in shipping, 
in road reconstruction, in production, in finances. I think 
that with the help and support from this country it should 
be possible to get such countries to become going concerns 
within a measurable time. 

Insofar as it becomes necessary to help these countries with 
military equipment and army reorganization, it is very impor- 
tant to look carefully at the burden which military expendi- 
tures would entail to them. A modern armed establishment 
is a pretty expensive thing, especially an air force and 
navy. We should carefully consider what each of the coun- 
tries that may receive such help can really afford. It would 
not be helpful to them if we help to provide them with 
military establishments which are beyond their real capacity 
to maintain. In the long run that would not strengthen 
them but rather it would weaken them. Our military people 
did a fine job in the war, but I think now in these matters 
of rehabilitation the civilians should take over the job. 

The help that we give also should, so far as possible, be 
specific help to private enterprises, rather than blanket loans 
to governments. Private enterprise usually is more effective 
as a means of rehabilitation in such countries than govern- 


ment-controlled or government-operated enterprises. Private 
enterprises could gradually repay in their local currency the 
cost of the help they receive, and in that way help to 
strengthen the financial position of the governments in those 
countries. 

We should not expect the governments of these countries 
that we help to be more perfect than it is feasible for them 
to be. We should not expect them to be as perfect as we wish 
that our government were. These people have suffered very 
severely, and we can hardly expect them to show high stand- 
ards of efficiency in all places and at all times. Very few 
countries in the world have had the experience such as we 
have had with democratic institutions, and we certainly can- 
not expect them suddenly to become true democracies. 

Of course, all these countries need reforms, and anything 
that our government does ought to be closely coordinated 
with what their governments do, and in part conditional 
upon what their governments do. 

Relief aid to countries in extreme need I think we should 
give, and not make it in the form of a loan. We are so much 
richer than these countries that many of us would be ashamed 
to ask for repayment, if we could see how little they have 
out of which to repay. As a matter of self-interest we should 
not force on these countries burdens greater than they can 
bear, when they are so sick and injured, and fighting for 
their lives. It means very little to us, but it may mean a 
great deal to them, and it would not be promoting admira- 
tion for democratic ideas abroad, if the greatest democracy 
should be living in luxury trying to pinch pennies from these 
poor people. 

Here we should profit from our experience after World 
War I. We went to a lot of trouble then to get priorities 
for relief aid over reparations and outstanding debts. | myself 
went before a committee of Congress, with others, to help 
to get that legislation, and Congress gave it, and we did 
our best to create a situation in which the United States 
could collect. But we had a lot of argument and we did 
not collect. The late Secretary Kellogg said to me, about 
1925: “If we ever have to do this again, let us give them 
the money and not try to collect.” I think he was right. 

It does no good to kid ourselves by calling a transaction 
a loan when it cannot really be a loan, and it does not pro- 
mote the self-respect and the self-reliance of these countries 
to press them in their distress to give undertakings that they 
know, and we should know, are likely to be beyond their 
capacity. 

The question is asked whether a line of policy like this 
will jeopardize our financial soundness. Clearly it will not. 
We spent, as the president said in his recent message, 341 
billions in the war. The cost of such temporary aid in the 
next year is probably something of the order of a billion, 
maybe a billion and a half dollars, for these countries. The 
requirements ought to taper off if these programs have the 
effect that they should have of helping recovery. Also we 
had exceptionally bad weather conditions in Europe this 
year, and on the principle of averages we ought to have 
something better next year, which would be a very great 
help. And we may hope also that things will gradually 
settle down as time passes, and as the strain is more and more 
relaxed. So we can stand a temporary burden of this nature. 
I think there is hardly any class of expenditures that it is 
more in our interest to make: expenditures to help, under 
proper programs and insofar as it is our business to help, 
to put such countries on a sound and solid basis. 

Now, world-wide recovery of trade and investment depends 
upon a proper working system of international trade and 
finance. The question of restoring a system under which 
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people can trade from one country to another free from all 
sorts of troublesome restrictions such as we now have is the 
principal subject matter of the conference which is about to 
meet at Geneva. Its objective is to reduce these barriers, 
tariffs, trade restrictions and exchange controls, so that inter- 
national trade can flow. Without such a program of reduc- 
tions, our program of economic rehabilitation and of combat- 
ting totalitarianism through economic recovery, will be made 
extremely difficult if not impossible. Therefore it seems to 
me that these measures to promote a better system of inter- 
national trade and finance are vitally important. 

As James Reston of the New York Times very well said: 
“The United States cannot be politically international and 
economically nationalistic’, and we will find that these 
measures are in our real interest, despite what a few special 
interests may here and there try to argue. 

As to the longer future, our relative financial and economic 
strength is likely to be less than it is now. Other countries 
are copying our techniques, and will do so more and more. 
The undeveloped parts of the world will grow in strength. 
On economic grounds I think we need not fear the economic 


development of these countries. We know that our greatest 
trade has been with the more highly developed countries, 
like Canada, Great Britain, France, Germany and Japan. 

On political grounds, however, the position is not so sure. 
We are told that our population may level off at about 180 
millions sometime around the end of this century, and that 
we will have a larger population of older people, rather than 
younger people; and also that the populations of Russia, 
China and India, which are now over a billion, will increase 
to even larger figures by that time. So our weight in the 
world will become less. Certainly it behooves us while we 
are at the top to do what we can to provide a sounder world, 
both economically and politically, in which the future gene- 
rations of Americans may live. 

Our best hope, therefore, I repeat, is to keep this country 
sound, to do what we can to extend and promote the area 
of soundness, economically and financially, throughout the 
rest of the world. We cannot do that by a policy of letting 
matters drift. We tried that before, and it failed. So let’s 
not leave it to chance, but try to be masters of our own fate. 

I thank you. 


Woman’s Responsibility Today 


AN AMERICAN WOMAN’S VIEWPOINT 
By MILDRED McAFEE HORTON, President, Wellesley College; 
and former Director of the WAVES, Wellesley, Mass. 


Delivered before Women’s Luncheon, Chamber of Commerce of the United States, 
Washington, D. C., April 30, 1947 


gic for those grim war years when WAVES took 

possession of Arlington Farms, the Quarters back of 
the Navy Annex, the Navy Department offices, the streets of 
this overcrowded, under-restauranted, thoroughly confusing 
and fascinating city. We used to say with some frequency 
as we stood in line for lunch in a noisy cafeteria or battled 
with laundries to get a minimum amount of work done or 
struggled to find some place short of the Treasury Building 
where a government check could be cashed, . . . we used 
to say that we knew that after the war was over we would 
be glad to have been here. We were good prophets. It is 
good to feel at home in our nation’s capital, to be undaunted 
by its taxi techniques, and familiar with its glorious spring- 
time blossoms. 

WAVES of the Navy learned an astonishing amount dur- 
ing their tour of duty. We had a lot to learn. Those of 
us who plunged, uninitiated, into military circles found it 
hard to believe we could be as ignorant as we daily showed 
ourselves to be. Our military associates found it hard to 
believe, too, and we are indebted to them for their tolerant 
forgiveness. We treasure the memory, for instance, of the 
celebration of the six months anniversary of the establish- 
ment of the Women’s Reserve when we knew so little that 
we had no hesitation about inviting all the ranking digni- 
taries of the service to a party in the Statler. We started 
with the Secretary and “Cominch” and included all the 
Chiefs of Bureau and a few lesser lights. Many of the latter 
put us junior officers in our place by not coming to our 
party, but the admirals turned out in magnificent force. One 
of them, the only one in the U. S. Navy who then wore 
four gold stripes above his broad one, appeared with his aide. 
We didn’t know enough yet to know that upon the arrival 


. VISIT to Washington always makes me a bit nostal- 


of the ranking officer the meal began, Instead one of us with 
her sweetest smile approached the distinguished guest and 
said, “If you will tell me your name, I’ll be glad to tell you 
where you will sit.” The admiral could reasonably have 
swooned with astonishment at such incredible behavior on 
the part of an officer. Instead he simply said, “The name is 
King.” 

But it is not reminiscences of military etiquette or lack 
of it which I want to discuss this afternoon. I should like 
to make two simple observations about that military experi- 
ence which seem to me to have bearing for all American 
women in peace as well as in war. The observations are 
related to the conditions giving rise to the name by which 
women in the Navy were called. I wonder if any of you 
remember what the word WAVES was supposed to stand 
for. A newspaper in Hawaii guessed it to mean “Women 
are very essential sometimes.” What the letters really stood 
for were ‘““Women Accepted for Volunteer Emergency Serv- 
ice.” 

Notice the implication of that phrase, “accepted for volun- 
teer emergency service.” The men of our generation were 
drafted into national service when the emergency arose. 
After prolonged discussion in the Congress authority was 
granted to the Navy, the Army, Coast Guard, and Marine 
Corps to “accept” volunteers. The service of women as 
citizens, even out of the military services, was accepted as 
a generous, voluntary contribution to the war effort, not 
something which could be taken for granted. Now it is 
delightful to be appreciated. It is gratifying to be received 
graciously when one asks the opportunity to serve one’s 
nation, it is perhaps pleasant to be allowed to feel that it is 
uniquely patriotic to participate in a war effort in which men 
are expected to serve and women are permitted to. On the 
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whole, however, that experience represents a position of 
women which is something less than that of a full-fledged 
citizen. 

A second observation. A good many people within the 
services joined others in other kinds of war work in discover- 
ing that women exerted influence out of all proportion to 
their authority. Women have been doing that all through 
the ages, but it interests me that in the enlightened 20th cen- 
tury there was so much of it in America in war time. It 
was one of the delights of my office to visit Naval stations 
up and down the length and breadth of the land. (It still 
rankles a bit with me that Congress never allowed women 
in the Navy to be stationed outside the continental limits 
of the U. S. except in safe, American controlled Hawaii, 
Alaska, and Panama). During these visits I estimate that 
scores of men told me that they wondered how they had run 
their stations without the help of some particular WAVE. 
These girls did wonderful jobs, carried tremendous loads, 
affected the destiny of the war effort through their control 
of communications, their ground work for airplanes, their 
maintenance of the supply lines, all the rest. It is a fact 
of Navy organization, however, that officers of the rank of 
lieutenant and lieutenant commander are not final author- 
ities! They make friends and influence people but they don’t 
command. 

I mention these matters—the volunteer nature of women’s 
service and the fact that they function by influence rather 
than authority—not to bemoan nor criticize. I call your 
attention to them in order to suggest that this is the frame- 
work within which American women can expect to contribute 
to the nation’s needs in time of peace as well as in time of 
war. 

If American women want to ignore their civic respon- 
sibilities the society of which we are a part condones it with 
appalling ease. If they volunteer to assume responsibility 
without authority they are allowed to do so with gratifying 
universality. When they ask for authority there are many 
areas in which it is hard to achieve it. 

I am sure it is fortunate that some people feel violently 
opposed to this state of affairs, so violently that they attack 
it directly and work in season and out of season to get women 
into positions of authority. It is undoubtedly true that the 
efforts of such groups call to the attention of the proper 
authorities the possibility of using women in important posts 
where they can make a major contribution to the work of 
the world. When women are qualified for positions of lead- 
ership they are often overlooked because there is a tacit 
assumption that the position will naturally be filled by a 
man. It is good to have reminders that this is not the case. 

It should be noted, however, that there is another way in 
which the average woman can make women more effective 
in American life. It is by taking the preliminary step of 
working within the existing framework, entering the arena 
of civic responsibility and assuming personal responsibility 
therefore. It is the fact that so many women have volun- 
teered for community service which has made it possible 
for some women to accept positions of real authority. The 
woman president of a woman’s college has all the authority 
of any college president. That she has the position in the 
first place is usually because some man believes that women 
can exert administrative authority because he has observed 
his wife in volunteer service in her home or her community. 
How many of our congresswomen earned their present posi- 
tions because they first served without authority as their hus- 
band’s assistants? Mrs. Roosevelt did not become a member 
of the American delegation to the U.N. by starting out to 
demand authority. She won her place by hard volunteer 
public service. 


If I understand the constitution of this audience, most of 
you would qualify for that fantastically inaccurate title, 
“women of leisure.” Of course nobody nowadays has lei- 
sure, but the difference between you and WAVES or 
WAC'’s, for instance, is that you do have a larger degree of 
control of your time. You have more opportunity to decide 
to what interests you will devote yourselves. In our Amer- 
ican scene the “women of leisure” exert more influence than 
women of authority. There are many more of them. It is 
therefore of the utmost importance that they exert it in the 
direction of national well being. May the president of a 
liberal arts college remark parenthetically that this is the 
reason for the existence of colleges which make no pretense 
of training women for specific vocations in the commercial 
or professional world. The education which liberates the 
mind is important when it encourages the man or woman in 
his time of leisure to move freely in the direction of national 
welfare. 

There is a great difference between education which is 
liberal and that which is dilettante. To be truly free any- 
thing or anybody must be disciplined. As William Ellery 
Channing put it. 


“... I call that mind free which is not passively framed 
by outward circumstances, which is not swept away by 
the torrent of events, . . . but acts from an inward spring, 
from immutable principles which it has deliberately 
espoused.” 


The mind disciplined to espouse principles deliberately 
rather than to accept prejudices contagiously is the well-edu- 
cated mind. Its cultivation is the primary task of the insti- 
tutions devoted to liberal education. While such a mind is 
an asset in business it is also of profound usefulness to the 
citizen who approaches community responsibility from the 
point of view of the home. In other words I do not share 
the opinion of the gentleman who explained that higher edu- 
cation was wasted on girls because most of them got married 
and didn’t need one. 

American women would be in a bad way if the only way 
to acquire a trained mind were to go to liberal arts colleges. 
A very small percentage of American girls have that oppor- 
tunity. One of our seniors told me the other day that she 
had submitted a radio script to one of the national broad- 
casting companies. The reader handed it back with the com- 
ment, “What you need is LIFE before you can write things 
we can use.” She told me her plan for next year was to go 
home and live. LIFE is a great teacher and while I think 
college graduates should have a headstart in learning how 
to use their heads, they have no monopoly on that skill. 

The use of as clear a head, as disciplined a mind as women 
of leisure can bring to bear on problems of the moment seems 
to me a demanding obligation on Americans. When they 
come to consider what problems to work on and to seek 
clues to their solution I think the experience of women in 
the services can offer a few leads. We learned many things, 
not only about the position of women in the American scene 
but about the features of that scene. They were not new 
discoveries to some people, but the war experience focused 
the attention of many people upon them. Let me list three. 

First, though not in order of importance, youth is more 
capable than we usually credit it with being. It is stylish 
these days to “believe in youth” but it is easier to believe in 
young people than it is to trust them to assume responsibility 
for things with which we are concerned. Perhaps there is 
a clue in the war pattern, for youth achieved miraculous 
things within the framework of organization which included 
maturity. In civilian activities we are apt to relegate youth 
to minor, subsidiary, irresponsible positions in our organiza- 
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tions and then wonder why they cannot be counted upon to 
carry their share of the load. When they cut loose from 
adult leadership to start youth organizations of their own 
we criticize them for poor management, becoming pawns in 
the hands of subversive leaders. On the other hand, when 
they are included as full-fledged participants, in going con- 
cerns, adults with whom they associate are traditionally 
amazed at their wisdom, their earnestness, their good sense. 
Aviators had to be young, they had to be responsible. They 
measured up with distinction. Ask a senior Navy man 
what he thought of his sailors, youngsters who often looked 
as though they ought not to be allowed away from their 
mothers overnight. They were daring, ingenious, alert, 
responsible . . . all the other fine traits that show themselves 
when young people share a project of genuine importance. 
One of the anticipated adjustments of the veteran was the 
difficulty of the youthful officer who must fit himself back 
into a society in which he would be too young to be given 
honest-to-goodness responsibility. Including youth in man- 
agement of causes dear to our hearts requires a flexibility 
which can come only from free minds. Young people won’t 
do things the way we do. They won’t even accept respon- 
sibility if they think we just invite them in in order to use 
them. It is much easier to try to run them than to be run 
by them. We saw youth grow mature before our very eyes 
in a service which challenged them to accept mature respon- 
sibility however, and unless we can practice that same art 
in civilian life we will miss one of the valuable lessons of 
the war. 


For what this country needs—among other things—is the 
vitality of youth harnessed to the purposefulness of age. 
That combination was unbeatable in war and will be un- 
beatable in peace. 


A second observation from the war years was that in mili- 
tary service an individual is more important than his class or 
race or family. It is customary to berate the military services 
for their overemphasis on rank, their sensitivity to “pull,” 
influence, political or otherwise. If there is any of that, 
there is too much, but the memory I take away from service 
in the Navy is the emergence of individuals whose dissocia- 
tion from their family, their social position, all the other 
categories by which most of us achieve our reputations, did 
nothing to diminish their significance. Indeed the number 
of school teachers who blossomed into new life when they 
got into uniform was an astonishing sight. 

When boys and girls wore the uniform of the United 
States their fellow-citizens gave them a recognition and 
found in them a value which the tragic social distinctions of 
American society do not ordinarily permit in time of peace. 
Any soldier or sailor was welcome in the ordinary home. 
Seme hostesses of course sent specifications with their invi- 
tations to the USO but the great bulk of American families 
laid aside their pre-conceived prejudice to pay tribute to the 
citizen in uniform because they recognized him as a person 
who was doing his part for his country. That was the end- 
product of the citizen army. It took time to acquire that 
attitude, but the Army, the Navy, the Marine Corps, the 
Coast Guard were all melting pots. People showed up as 
people. The man—or woman—who got his rank by “influ- 
ence’ looked like any other officer when he got into uniform 
and if he didn’t “know his stuff” he was regarded by his 
men as a poor officer. 

Suppose for one moment the women of America could 
free their minds of the assumptions about specific categories 
of people and would think of their fellow-citizens as garbed 
in the uniform of American citizenship, worthy for that rea- 
son to be judged as individuals on their own merits, inde- 


pendent of the external assets or liabilities which go with 
the category to which they belong. What a grand reshuffling 
of estimates there would have to be. 


I cannot begrudge prestige to the people who happen to 
be born to position of prestige provided they do not take it 
away from equally significant human beings who didn’t hap- 
pen to be born into the right social circles. You women of 
leisure and of influence are in a strategic position to bring 
into full usefulness the woman power, the man power of 
your community by sharing the power of your position with 
the people of individual worth who could be effective if they 
were released from the limitations of their categories. I 
wish you would look at the executives of the agencies you 
are supporting with your money and your gifts and your 
names and imagine them out of their offices, human beings 
who would welcome your friendship, not your patronage. 
This is not a plea for a “be-kind-to-executives week.” It is 
a suggestion that the greatest asset the United States has is 
its people. You women of influence have the opportunity 
to develop that supply of personality by freeing it from 
socially-imposed patterns of achievement and letting the real 
person have all the opportunity he can use. 


A third comment. I sometimes think that the most im- 
portant observation of the war experience which I made is 
that a big enough cause makes every contribution to it sig- 
nificant. Women in uniform—like women out of it—were 
called on to do the most boring of boring things. Sometimes 
they were ordered to places where there was, momentarily, 
no work to do. Sometimes they were asked to do unrea- 
sonably hard jobs. Usually people were nice to women in 
uniform and sometimes they were horrid. Some WAVES 
had delightful quarters but sometime there were bugs, mice, 
mildew, noise, cold, heat, inadequate water, excess mud. 
The one thing which gave point and meaning to the whole 
confusion of experiences was that everyone was helping to 
win the war. No job was too small to do, none too big if it 
was the job at hand which needed to be done to win the war. 


Suppose the women of influence would adopt a peacetime 
cause as persuasive as that. We wanted to win the war 
because we feared what would happen to us if we didn’t 
win. We also wanted to win it in order to be free to build 
a new world on the ruins of the old one. We have every 
reason to fear for our own safety if we do not accom- 
plish the building of a friendly world. That motive is still 
strong within us. The positive motive reinforces the nega- 
tive one. If we care enough about building a new world 
where youth and age can work productively and individuals 
can have a chance for their fullest development we will find 
in participating in that cause that life has taken on new sig- 
nificance. Each one of us makes a small contribution, it may 
need be a boring one, but if it is a part of a great world 
purpose we do net labor in vain. American women support 
numberless causes. I plead for their adoption of a Cause so 
big that the causes fall into perspective and drudgery becomes 
worth doing. 

Our society permits women to drift with the times without 
attaching to the drifter the stigma which attaches to her male 
counterpart. Women can be busy about nothing for days 
on end without much public opprobrium. That puts the 
burden of decision on each one of us to decide. as women 
had to do during the war, whether or not to take on the 
burden of citizenship. It was easier to do it than not in war 
time. It is harder today when there are no maids, no 
money, no time, no clear-out demand for our services. Yet 
the demand was never greater for women of influence to 
exert it on behalf of a free world, a world free of prejudices, 
hates, suspicions. 
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The Twilight of Bureaucracy 


ACTION TO DEFEAT DEPRESSION 


By JUSTICE T. ALAN GOLDSBOROUGH, District of Columbia Court, Washington, D. C. 
Delivered before the Maryland Society of Pennsylvania, Philadelphia, Pa., March 28, 1947 


Y grandfather was a country doctor. As a child 
and young boy I rode with him a great deal, and 
had a constantly growing wonder why the farmer, 

who worked from dawn to dark, and whose wife worked 
until she fell asleep patching the family clothes was always 
in the hands of the paper shaver, why he always had an old 
man of the sea on his back in the shape of a mortgage, a 
load that was lifted at the grave only to be fastened on the 
shoulders of those who came after him. 

And then came the Bryan free silver campaign of 1896, 
with its wide open discussion of the money question. Before 
the campaign of 1900, gold was discovered in the Klondike, 
in South Africa, and in Australia. The currency under the 
gold standard expanded, and in 1900 there were other issues. 

But the inquiry brought on by my experiences resulted in 
factual matter which to me was startling. As an example— 
You will remember that Lincoln attempted to finance the 
Civil War with Jegal tender money, and that Congress 
emasculated the bill by providing that the greenbacks should 
not be available to pay the interest on the public debt or 
import duties. 

I ran across a statement made by Prince Bismarck to an- 
other German, Conrad Siem. In discussing our National 
Bank Act of 1863, which he felt was a socially destructive 
influence, Bismarck said—‘The division of the United States 
into federations of equal force was decided long before the 
Civil War by the high financial powers of Europe. These 
bankers were afraid that the United States, if they remained 
in one block and as one nation, would attain economic and 
financial independence, which would upset their financial 
domination over the world. The voice of the Rothschilds 
predominated. They foresaw tremendous booty if they could 
substitute two feeble democracies, indebted to the financiers, 
for the vigorous republic, which was practically self-provid- 
ing. Therefore, they started their emissaries in order to 
exploit the question of slavery and thus to dig an abyss be- 
tween the two parts of the Republic. Lincoln never sus- 
pected these under-ground machinations. He was against 
slavery, and he was elected as such. His character pre- 
vented him from being the man of one party. When he 
had affairs in his hands he perceived that these sinister finan- 
ciers wished to make him the executor of their designs. 
They made the rupture between the North and the South 
imminent. The Masters of finance in Europe made the 
rupture to exploit. Lincoln’s personality surprised them. 
His being a candidate had not troubled them; they thought 
to easily dupe the wood-cutter. But Lincoln read their 
plots and understood that the South was not the worst foe, 
but the financiers.” 

Another illustration of things that disturbed me. I found 
that in 1872 Horace Greely expressed his opinion of the 
National Bank Act. He said: “We have stricken the 
shackles from 4,000,000 human beings and brought all 
laborers to a common level, not so much by the elimination 


of the former slaves as by practically reducing the whole 
working population, white and black, to a condition of 
serfdom. While boasting of our noble deeds we are careful 
to conceal the ugly fact that by our iniquitous money system 
we have nationalized a system of oppression which, though 


more refined, is not less cruel than the old system of chattel 
slavery.” 


Now how about the following as a shock to an eighteen- 
year-old boy who was trying to find out what it was all 
about. At the time when Lincoln was struggling to set up 
a money system as provided by the Constitution of the 
United States, fear was expressed that the United States 
would establish a money system which would forever re- 
lieve it from the clutches of the international financiers. An 
Engksh Daily said—‘If that mischievous financial policy, 
which had its origin in the North American Republic dur- 
ing the late war in that country, should become indurated 
down to a fixture, then that Government will furnish its 
own money without cost. It will pay off its debts and be 
without a debt. It will have all the money necessary to 
carry on its commerce. It will become prosperous beyond 
all precedent in the history of the civilized governments of 
the world. The brains and the wealth of all countries will 
go to North America. That government must be destroyed 
or it will destroy every monarchy on the globe.” 

And then what did I find happened in this country in 
1873. And I am not here and now making an argument 
for silver, or for any sort of reserve, but I wonder how 
many of us here tonight know how the international finan- 
ciers and their allies succeeded in contracting the currency 
in 1873 by demonetizing silver. A perfectly harmless bill 
was introduced entitled “An Act revising and amending the 
law as relative to the mints, essay offices, and coinage of 
the United States.” This bill was signed by President 
Grant, and eight months later, in a letter dated October 3 
1873, he admitted that he did not understand that the bill 
he had signed had demonetized silver. Most of the Sena- 
tors and Representatives whose votes legalized the demone- 
tizing act were innocent of any intention of destroying silver 
as any part of the monetary base. I don’t know how the bill 
was etre be after the passage of the bill and its effects 
were felt the following is a part 
floor of the House - Reus, = eae eee 

The Honorable W. D. Kelly, Chairman of the Commit- 
tee on Coinage, which had the bill in charge, made the 
following statement on the floor of the House of Repre- 
sentatives on March 9, 1878: “In connection with the 
charge that I advocated the bill which demonetized the 
standard silver dollar, I say that though Chairman of the 
Committee on Coinage, 1 was ignorant of the fact that it 
would demonetize the silver dollar, or of its dropping the 
silver from our system of coins, as were those distinguished 
Senators, Messrs. Blaine and Voorhees, (You will remem- 
ber that Blaine was the Candidate of one of the great par- 
ties for President in 1884) who were then members of the 
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House, and each of whom a few days since interrogated the 
other; “ ‘Did you know it was dropped when the bill was 
passed 2’ ‘No,’ said Mr. Blaine; ‘did you?” ‘No,’ said Mr. 
Voorhees. I do not think there were three members of the 
House that knew it. I doubt whether Mr. Hooper, who in 
my absence from the Committee on Coinage, and attendance 


on the Committee on Ways and Means, managed the bill, 
knew it. I say this in justice to him.” 

On July 13, 1876, Congressman Holman made the fol- 
lowing statement on the floor of the House of Representa- 
tives: “I have before me the record of the proceedings of 
the House on the passage of that measure, a record which 
no man can read without being convinced that the measure 
and the method of its passage through this House was a 
‘colossal swindle.’ I assert that the measure never had the 
sanction of this House, and did not possess the moral force 
of law.” 

Again on August 5, 1876, Mr. Holman said: “The orig- 
inal bill was simply a bill to organize a bureau of mines and 
coinage. The bill which finally passed the House and ulti- 
mately became a law was certainly not read in this House. 
It was never considered before this House as it was passed. 
Up to the time the bill came before the House for final 
passage the measure had simply been one to establish a 
bureau of mines. It came from the Committee on Coinage, 
Weights and Measures. The subcommittee which finally be- 
came a law was never read, and is subject to the charge 
made against it by the gentleman from Missouri, (Mr. 
Bland) that it was passed by the House without a knowl- 
edge of its provisions, especially upon that of coinage. I 
myself asked the question of Mr. Hooper whether it changed 
the law in regard to coinage, and the answer of Mr. Hooper 
left the impression on the whole House that the subject of 
coinage was not affected by that bill.” 

General Garfield, afterward the Martyred President of 
the United States, in a speech made at Springfield, Ohio, 
in the fall of 1877, said: “Perhaps I ought to be ashamed 
to say so, but it is the truth to say that, at the time being 
Chairman of the Committee on Appropriations and having 
my hands during all that time over full with work, I never 
read the bill. I took it upon the faith of a prominent Dem- 
ocrat and a prominent Republican, and I do not know that 
I voted at all. ‘There was no demand for the yeas and 
nays, and no one opposed the bill that I know of. It was 
put through as dozens of bills are, as my friends and I 
know, in Congress and on the faith of the report of the 
Chairman of the Committee.” 

As you will remember, the result of the demonetization 
of silver was such a curtailment in the volume of the money 


of the Nation that a terrible depression, lasting several 


years, was suffered. Senator Ferry of Michigan, made the 
following statement regarding the panic of 1873, caused 
by the demonetization of silver: “Millions of people were 
reduced from good circumstances to penury, or covered with 
debt, between which burden their backs must bend until 
it is unloaded at the grave, where an innocent posterity must 
take it up and bear it on.” 

Now don’t get the idea that I have got it in for bankers. 
Bankers are experts, and as administrative entities the 
banking systems of the world are probably much superior 
to anything else we have—both as regards efficiency and 
departmental integrity. I was a director in, and attorney 
for, four banks for more than a quarter of a century. I 
am merely trying to give you a hint of the background of 
my interest in the currency when I became a member of 
the American Congress. 

Mr. Claude Kitchen was Democratic leader of the House. 
He sent for me when Congress convened in 1921, and asked 


if I knew that I was the only Democrat in the United 
States who had been elected to succeed a Republican who 
was running to succeed himself. He was referring to the 
1920 election. I hadn’t known it—and so told him. He 
then informed me that because of that fact I could have 
the choice of the Committees, that I could even go on the 
Ways and Means Committee if I desired, a committee on 
which I have never known a new man to be placed. If I 
had chosen Ways and Means, I would have been Chair- 
man of the Committee from 1930 for as long as the Demo- 
crats stayed in control and I stayed in the House, as 1921 
antedated by several years the time when my dear old friend 
Bob Doughton became a member of the Committee. 

I have never, for one moment, regretted my choice of the 
Committee on Banking and Currency. In a power econ- 
omy, such as we have, and one which is about to be an 
atomic economy, we don’t have to worry about production; 
the thing we have to worry about is how to get our pro- 
duction to the folks, ‘The ideal monetary system is, of 
course, one which gets to a people all the wanted goods and 
services which that people can create and produce. Prior 
to the last war, the country’s highest yearly production was 
$85,000,000,000 in 1929. We stepped up to $175,000,- 
000,000 annual production during the war, but $75,000,- 
000,000, went up in smoke, However, with approximately 
$100,000,000,000 in goods and services going to our people 
during the year of highest war-time production, our gen- 
eral standard of living was higher than in 1929. Now, if 
we can produce $175,000,000,000 in war-time, why can’t 
we produce that much when at peace. We can, and much 
more in ever ascending scale with a realistic monetary sys- 
tem which will carry to our people all our people can pro- 
duce. 

When, at 61, I left Congress and the practice of law for 
the Bench, I thought this fourteen-hour-a-day business was 
over. I had been in the active practice of all branches of 
the law except patent law for thirty-eight years, so I thought 
I would coast along from day to day with a normal day’s 
work. My plan worked fine until Pearl Harbor, when the 
post-war problems started me off again on economic investi- 
gation. Since Pearl Harbor I have mulled over more than 
two hundred works from Adam Smith to the present in 
evaluating the conclusions I reached when in Congress. 

As indicated above, how can you, in a power age, co- 
ordinate demand with supply when demand is throttled by 
an unrealistic monetary system? Now you will think I am 
talking about charity, that I want to give something away. 
Nothing could be further from the truth. Of course, we 
all believe in charity, but charity is not involved in the 
present discussion. What I am talking about is a system of 
exchange which will carry to society as a whole all the 
wanted goods and services that society can produce. 

It isn’t foreign trade that is going to make us prosperous. 
Of course if we can make an advantageous trade of wealth 
with some foreign country, fine. But what we have been 
doing to my personal knowledge for more than a quarter of 
a century is to lend money to a foreign government with 
which to buy our goods and return nothing for it. In other 
words, we have been trying to get rich by giving our yealth 
away. Expressed in another way, we don’t know enough to 
get it to our own people, so we just give it away. 

On the evening of October 6th, 1931, some thirty mem- 
bers of Congress were called to the White House to discuss 
the State of the Union. About four o’clock the next morn- 
ing we had agreed on a measure to bolster the tottering 
banks, railroads, and insurance companies. It was the Re- 
construction Finance Corporation, and under its enlarged 
powers it has done yeoman service. But I remember think- 
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ing that night that if we only knew enough to begin at the 
bottom instead of the top, and by a uniform percentage dis- 
count on retail prices put buying power in the hands of the 
ultimate consumer, production would immediately start 
throughout the whole economy, the depression would be over 
in ninety days, and the banks, railroads, and insurance com- 
panies, along with the rest of the business world could re- 
sume operations in a normal vay. 

Capitalism, an almost incredibly perfect mechanism for 

production, has, especially since the first world war, en- 
deavored to perfect its ‘ability as a distribution and consump- 
tion mechanism by high pressure salesmanship, by install- 
ment selling of personal property, and by what amounts to 
installment selling of capital goods and real estate of all 
kinds. That is, the consumer, who, because of capitalism’s 
defective consumption mechanism, did not have the buying 
power to absorb the production of capitalism, was con- 
tinually induced to mortgage his future income, until the 
time came when interest and amortization could not be paid 
and the whole mass of unpaid-for real and personal prop- 
erty was dumped on the market—sending the price of every- 
thing way down and leaving both the producer and purchas- 
ing consumer financially stranded. That’s where, under 
the present system, the Federal Government had to take 
over the debts of the country; and that’s when we took a 
long stride toward socialism. 
' The case is this——Society says to itself, “I can grow two 
oranges, but I have fixed it so that I can eat only one—so if 
I grow two, one must rot, it makes no difference how much 
I want it, I can’t eat it.” Booms and depressions are inevi- 
table under capitalism unless the monetary system is ad- 
justed to prevent it. A technical statement of a proposed 
plan was made before the Committee on Banking and Cur- 
rency of the House of Representatives and was printed in 
the Congressional Record of July 9th, 1937. The suggested 
legislation referred to in the statement is H.R. 7188, 75th 
Congress; or H.R. 5520, 76th Congress. Generalizing and 
without technicality or detail of method, the plan would 
be this: the Treasury would set up a ten billion dollar re- 
volving fund, consisting of what we will call interbank cur- 
rency. A commission of experts, to whom are available 
our almost mathematically accurate trade and business in- 
dices, would announce (say quarterly) to the Treasury, the 
gap between potential production power and consumptive 
ability. In order to prevent inflation, if the gap was ten per 
cent or less, no action would be taken. If the gap was 
more than ten per cent; for instance, if the gap was thirty 
per cent, the Commission would notify the Treasury that a 
discount of twenty per cent to all ultimate consumers should 
be allowed. 

The Treasury would give public notice of the discount. 

All retailers, members of the system, which means all 
responsible ones, would reduce their prices by twenty per 
cent. 

To illustrate, the consumer would pay four dollars for a 
five dollar article. The retailer would deposit the four dol- 
lars and his one dollar consumer receipt in the bank and 
get a five dollar credit—then the consumer and the retailer 
would be out of the picture. 

The Bank would deposit the one dollar receipt with the 
Treasury, and get credit of one dollar in interbank cur- 
rency on the books of the Treasury. 

The interbank credit could be used to settle balances of 
the bank at the clearing house, to pay its taxes, and could be 
used by the banks, dollar for dollar, as a basis for loans 
to customers. 

In case the gap between potential productive power and 
consumptive ability fell below ten per cent, the Treasury 





would so notify the banks, which would reduce their loans 
sufficiently to return to the Treasury the necessary amount 
of interbank currency to re-establish the ten per cent gap 
between potential productive power and consumptive ability. 

The Treasury would retain, to the banks’ credit, the inter- 
bank currency returned to it, to be re-issued to the banks as 
necessary when the gap between productive power and con- 
sumptive ability became greater, than ten per cent. 

If an individual bank should need cash because of a run 
on the bank, etc., or in order to liquidate, the Treasury could 
furnish the bank ordinary currency in exchange for its inter- 
bank currency. 

The act would also give the Federal Reserve Board fur- 
ther power to raise reserve requirements if necessary to pre- 
vent inflation. 

As further checks on inflation, the Federal Reserve Sys- 
tem would have its present power to raise re-discount rates, 
and engage in open market operations, 

The operation of the plan, enabling the so-called national 
debt, and the State, Municipal, Corporate, and personal 
debt load of the country to be liquidated in an orderly 
manner, would also be a very effective check on inflation. 

There is involved no remote suggestion of class legis- 
lation. The consumer is not hurt—his buying power is 
increased by upward of seventy-five billion dollars a year. 
The producer (management, labor, and agriculture) is not 
hurt, because in addition to his profit prior to the law, he 
gets the profit on the upwards of seventy-five billion dollars 
or more he produces. The middle man and retailer is not 
hurt, because he distributes at a profit this enormously in- 
creased production. The independent capitalist is not hurt, 
because he has an ever-expanding private economy in which 
to invest his capital. The banker is not hurt, because with 
a broadening and more uniform demand for consumption 
goods, his opportunity for sale and profitable loans to private 
enterprise will be greatly enhanced. 

Depressions under the capitalistic system are not a new 
phenomena. They have been noted since the rise of capi- 
talism in the Seventeenth Century. In Karl Marx’s work 
“Das Kapital,” one of his high points of attack against the 
capitalistic system is the recurring depressions of capitalism. 
Listen to this from “The Communist Manifesto” of Marx 
and Engels broadcast in 1848—‘For many a decade past 
the history of industry and commerce is but the history of 
the revolt of modern productive forces against modern con- 
ditions of production, against the property relations that 
are the conditions for the existence of the bourgeoise and 
of its rule. It is enough to mention the commercial crises 
that by their periodical return put on its trial, each time 
more threateningly, the existence of the entire bourgeois 
society. 

In these crises a great part not only of the existing prod- 
ucts, but also of the previously created production forces, 
are periodically destroyed. In these crises there breaks out 
an epidemic that, in all earlier epochs, would have seemed 
an absurdity—the epidemic of overproduction. Society 
suddenly finds itself put back into a state of momentary bar- 
barism; it appears as if a famine, a universal war of devas- 
tation had cut off the supply of every means of subsistence; 
industry and commerce seem to be destroyed.” 

Would not almost that exact language have been ap- 
plicable in this country in 1932 and 1933? =“ 

In an article in Harper’s Magazine of August, 1946, en- 
titled “The Scared Men in the Kremlin,” John Fischer says 
that the reason Russia fears us is not unbelief in our good 
faith, but the fear that our next depression will produce 
a dictator. To quote—‘For the Soviet leaders do not take 
the assurances of our present government very seriously. 
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In their eyes, Truman and Byrnes are nice * * * * 


men with an honest yearning for .peace—just as the nice 
* * * * sentlemen of pre-Hitler Germany were sincere in 
their pledges of friendship. The trouble is that those Ger- 
man pledges didn’t hold good after Hitler came to power. 

Quoting further—“Neither would Truman’s promises 
bind the Huey Long whom the Russians expect to stride 
into the White House with his own brand of American 
fascism during the depression which they believe to be in- 
evitable sometime during the nineteen fifties. They are 
sure that this coming American Fuehrer will be militantly 
‘ anti-Soviet—a tool of the ‘reactionary financiers’ whom they 
regard as the real bosses of the United States even now. 
One of my Ukranian friends explained to me that ‘since 
every government is merely an executive committee of the 
ruling class,’ both Congress and the White House undoubt- 
edly are guided by some secret junta of capitalists who pull 
the strings from Wall Street.” Fischer suggests as fol- 
lows—‘“There is only one way, it seems to me, to cure the 
Russians of their fear of foreign attack. That is for the 
United States to pull through the next fifteen years with- 
out a major depression and without going ‘Fascist.’ If we 
can find some Democratic method of controlling the violent 
ups and downs of our economy—if we can hold on to full 
employment and our freedom at the same time—then we 
will have proved beyond question that the Communist fore- 
bodings are all wrong.” 

This fear of a slump in the United States permeates all 
Europe. Quoting from the Whaley-Eaton Service for No- 
vember 5th, 1946, we find—‘“Fear of a major economic de- 
pression in the United States is general in Britain and else- 
where. This has thus far proved an important factor at 
the International Trade Organization Conference.” Again 
in that same issue—“The clear issues at London have been 
obscured by irresponsible reporting to the point where the 
British and the French (and some other) delegates, on the 
one hand, and those from the United States on the other, 
have been made to appear at loggerheads. The desire of 
the former to discuss full-employment first is solely due to 
reluctance to tie their economics to ‘the U. S. juggernaut’ 
before ensuring that an efficient casting-off mechanism is 
available, whereby the bond can be loosened whenever the 
latter decides to run headlong into the much feared slump.” 

In the Walter Lippmann column of January 22, 1946, 
under the title “The State of the Union” appears the fol- 
lowing :—“‘While the immediate problem is that of inflation, 
no one who looks ahead and wishes to act with prudence 
and foresight will doubt that the time will come—no one 
can say exactly when but certainly within a few short years 
—when the deferred demand will have been satisfied, the 
private savings that will be spent and invested used up, pro- 
duction will be at full capacity. Then the postwar de- 
pression will begin, and -if measures have not been taken 
soon enough to prevent it, or at the least to moderate it, it 
is almost certain to be the most violent depression in our 
whole history, Nineteen hundred and twenty-nine was bad 
enough; the national income fell from 90 to 40 billions. 
But now the national income is much larger, and if it fell 
to 40 or even 70 billions, the effect might well be catas- 
trophic. 

Quoting further—“The measures to prevent this happen- 
ing are among the most difficult our people have had to 
consider. The American economy will be at a level of pro- 
ductivity never before achieved anywhere at any time. To 
keep it at that level or anywhere near it, will require capi- 
tal investment and consumer spending on a scale beyond 
anything hitherto known in time of peace. It is not easy 


to see, it is very hard to know, how capital investment of a 
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wholly new order of magnitude can be brought about annu- 
ally and consistently, but if it is not brought about, depres- 
sion is certain, and depression of a kind which will shake 
the country and the world.” 

In the Washington Post of Sunday, March 3, 1946, an 
article by Hudson Phillips, states that the Chase National 
Bank of New York and the National City Bank of New 
York are taking the lead in inducing installment buying 
(that is, the mortgaging of future income). The article 
goes on to say—‘‘For instance, a commercial bank may lend 
the down payment for terms running from 12 to 24 months. 
Then a savings or mortgage bank may arrange for the home- 
owner to amortize the rest of the debt.” 

Quoting further—“Consumer credit already is on the in- 
crease. The Federal Reserve Board said the gain was 
$325,000,000 in December to close the year with $6,605,- 
000,000 outstanding—highest figure since 1942. 

“Department Stores report that such purchases still rep- 
resent by far the largest percentage of retail trade but that 
credit sales are increasing. ‘They expect substantial rises 
later this year as long sought consumer goods appear on the 
market.” This was the situation last March. 

What is the situation now? The latest available figures 
from the Federal Reserve are as of December 31, 1946, 
and show total consumer credit as of that date to be $9,773,- 
000,000, and to be increasing at the rate of $350,000,000 a 
month. 

These quotations I have read indicate that a coming de- 
pression is inevitable, but what will prevent it. Isn’t it 
perfectly evident that consumer buying power will prevent 
it? Aside from the permanent plan which I[ have suggested, 
suppose we only had a plan for a discount at retail to the 
ultimate consumer in case of a depression. The discount 
is put on, the consumer as a class is enabled to buy, he of 
course will buy, the retailer can sell to the consumer, the 
jobber can sell to the retailer, the producer can sell to the 
jobber, production creates employment, the creation of capi- 
tal goods is resumed and the depression is over. When you 
put buying power in at the bottom you revive the whole 
economy at once. 

Returning to the title of these remarks, a realistic mone- 
tary system would make unnecessary these monstrous so- 
called governmental pump-priming devices, they would fall 
into desuetude, they would inevitably cease to be, we could 
then witness the return of minimum government, the blessed 
gloaming, ‘“The Twilight of Bureaucracy.” 

John Hays Hammond once took it out on members of 
the legal profession as follows:—““There are some people 
who think we pay lawyers for what they know, a tragic mis- 
take! We pay them for a highly developed genius for say- 
ing commonplace things in unintelligible English—if it is 
English. 

“For instance, when I want to give you an orange, I say 
simply ‘I give you an orange.’ But, if you asked the lawyer 
to make a record of it, he would look wise, figure how much 
he could charge you and collect, retire to a highly uphol- 
stered office, and, after the expiration of days or weeks, re- 
appear with a document reading like this:—‘“I hereby give 
and convey to you, all and singular, my estate and interest, 
right, title, claim and advantages of and in said orange, to- 
gether with all its rind, juice, pulp, and pits, and all rights 
and advantages therein, with full power to bite, cut, suck 
and otherwise eat the same, or give the same away with or 
without the rind, skin, juice, pulp, or pits, anything herein- 
before or hereinafter or in any other deed, or deeds, instru- 
ment, or instruments of whatever nature or kind soever to 
the contrary in anywise notwithstanding.” 

This is of course a libel on my profession, but when I 
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think of the drivel fed to the youth of America in the name 
of social science by the colleges, it makes me sad indeed. 
There is academic freedom in the standard college in the 
physical and natural sciences but not in the social sciences. 

The output of the Colleges in the social sciences calls to 
mind what Schopenhauer once said of the works of the Ger- 
man philosopher Hegel—“If one should wish to make a 
bright young man so stupid as to become incapable of all 
real thinking, the best way would be to command him to 
a diligent study of these works. For these monstrous piece- 
ings together of words which really destroy and contradict 
one another so causes the mind to torment inself in the effort 
to discover their meaning that at last it collapses exhausted, 
with its capacity for thinking so completely destroyed that 
from that time on meaningless phrases count with it for 
thoughts.” 

The last depression rocked capitalism to its very founda- 
tions. Your guess is, of course, as good as mine whether 
capitalism can weather another depression. Your guess is 
as good as mine as to whether or not we can learn in time 
how to bridge the gap between capitalism’s power to pro- 
duce and capitalism’s power to consume. What we can do 
depends, of course, upon our spiritual resources. Just sev- 
enty years ago, during the depression caused by the demoneti- 
zation of silver in 1873 a great book was written. When 


you read the book, you may probably not agree with its con- 
clusions, but you will, I think agree that a great social phi- 
losopher wrote it. Near the close of the book he expresses 
the spiritual transfiguration which will solve our problems— 
I quote: “But if, while there is yet time, we turn to Justice 
and obey her, if we trust Liberty and follow her, the dan- 
gers that now threaten must disappear, the forces that now 
menace will turn to agencies of elevation. Think of the 
powers now wasted; of the infinite fields of knowledge yet 
to be explored; of the possibilities of which the wondrous 
inventions of this century give us but a hint. With want 
destroyed; with greed changed to noble passions; with the 
fraternity that is born of equality taking the place of the 
jealousy and fear that now array men against each other; 
with mental power loosed by conditions that give to the 
humblest comfort and leisure; and who shall measure the 
heights to which our civilization may soar? Words fail the 
thought! It is the Golden Age of which poets have sung 
and high-raised seers have told in metaphor! It is the 
glorious vision which has always haunted man with gleams 
of fitful splendor. It is what he saw whose eyes at Patmos 
were closed in a trance. It is the culmination of Christian- 
ity—the City of God on earth, with its walls of jasper and 
its ages of pearl! It is the reign of the Prince of Peace! 


Have We Learned Our Lesson? 


“THE STRUGGLE FOR LIBERTY IS NEVER FINISHED” 


By JAMES W. WADSWORTH, United States Representative from New Y ork 
Delivered at the House of Representatives, Washington, D. C., May 7, 1947 


I shall not be able to add much to this discussion. Every 

facet of this issue has been debated with ability and with 
sincerity. All that one can expect to do in the situation in 
which I am placed is to try to pick up some of the points 
which may not have been overemphasized and to give as best 
I can the picture as I see it. 

As I indicated in a 2-minute speech while the rule itself 
was under consideration, I am very strongly in favor of this 
bill. In halting sentences in conversation with some of my 
colleagues in last Friday afternoon I confessed to them that 
were I master of my own destiny I should like to spend the 
rest of my life under the shade of a tree, comfortable and 
happy. I likened my own wishes in that regard to the wishes 
of the people of the United States. Indeed, we would be 
happy, our children would be, and our grandchildren would 
be, if we and they as they come after us could live that way. 
But fate apparently determines otherwise. The work of the 
world is never finished. The tasks of humanity are never 
finished. The struggle for liberty is never finished. 

As I look across the face of the world today it strikes me 
that the struggle for liberty rather than having been won, or 
half won, is more acute than ever, and that means that in- 
stead of resting under the shade of a tree we must stand up 
on our feet and support our convictions. 

May I look back, and I hope I shall not consume too much 
time, over some of our experiences? The gentleman from 
Texas has referred to some of them, and one or two speakers 
during the debate have referred to others. They have to 
do with the struggle for liberty and the mistakes which I 
believe those most devoted to liberty have made from time 


I; IS gravely doubtful, in fact, it is almost certain that 





to time, mostly mistakes of neglect. 

I wonder how many of the members of this committee have 
read a book entitled “The Far Eastern Crisis,” written by 
Henry L. Stimson, who wrote that book after he left the 
office of Secretary of State, the office which he occupied under 
President Hoover. In it you will find the story of the be- 
ginning of Japanese aggression in Manchuria. In it you 
will find the record of his protests and his appeals to the 
democracies, not only to the people of the United States, 
but to the other great democracies of that day. In it you 
will find the prophecies which he made as to what the ulti- 
mate objective of the Japanese was and how it would un- 
doubtedly affect us. 

Neither America nor Great Britain nor France nor Bel- 
gium nor any other democracy rallied to his call. His was 
a lone voice, in a sense, crying in the wilderness, and the 
Japanese aggression prospered, starting from 1931, ever 
spreading its power and overrunning one section of Asia 
after another as the democracies of the world stood idle, we 
among them. 

We know the results of that neglect—at least, I hope we 
have learned that lesson. 

Coming on later, in the 1930's, after Hitler had seized 
power in Germany—I wonder if any of you-have read the 
volume entitled “While England Slept.” It is well worth 
reading. It is a collection of speeches of Winston Churchill 


delivered in the British House of Commons in the middle 
1930’s in which he, a voice crying in the wilderness, begged 
the MacDonald government and begged the Baldwin gov- 
ernment to look, to look and understand, what was brewing 
in Germany, begging France to wake up, begging Belgium 
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to wake up, begging the League of Nations to wake up— 
speech after speech. But he was a member of a hopeless 
minority. France crouched behind the Maginot Line and 
you know what happened to her. Belgium was overrun. 
The democracies in those pre-war years did not meet the is- 
sue that confronted them. They dodged it. 

I hope we have learned a lesson here in America, and I 
believe we have, that if freedom, if liberty, if democracy are 
to live, we must rise upon our feet and defend them. 

The Hitler-Japanese combination represented an enor- 
mously strong and aggressive force. We defeated it at ter- 
rific cost. It may be partly our own fault, partly a miscon- 
ception of our psychology as a people, indulged in by others, 
but, nevertheless, I think it is true and I think it cannot be 
denied that a new aggression is raising its ugly countenance; 
a new aggressor, strong, determined, employing tactics per- 


haps somewhat different from that of Hitler and the Jap-. 


anese, but, nevertheless, employing tactics taught in its cen- 
tral school—make no mistake about that—calculated eventu- 
ally to destroy liberty upon the face of the earth. 

And here we are, after these failures of the past to under- 
stand the meaning of a menace launched by totalitarian 
powers, here we are facing the same sort of menace, and 
for one—and I can speak only for myself—I rejoice that for 
the first time in the history of what we might term modern 
days, America, spiritually equipped as well as materially 
supplied, through her President has announced to the world 
that she intends to defend liberty; and as she does that I am 
convinced from the bottom of my heart that we are actually 
defending our own liberty. 

This bill to me signifies such an attitude on the part of the 


great United States; a forthright declaration in support of 
righteousness. 
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